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By Mr. LANE: 

H. R. 7660. A bill to amend the Social Secu­
rity Act, as amended, to restrict the residence 
requirements that a State may impose as a 
condition of eligibility for old-age assistance 
under a State plan for old-age assistance; to 
the Committee on Ways and Means. 

By Mr. RANKIN of Mississippi: 
H. R. 7661. A bill to amend title I of Public 

Law No.2, Seventy-third Congress, March 20, 
1933, and the veterans regulations to provide 
for rehabilitation of disabled veterans, and 
for other purposes; to the Committee on 
World War Veterans' Legislation. 

H. R. 7662. A bill to provide for vocational 
rehabilitation and the return to civil em­
ployment of certain persons disabled under 
circumstances entitling them after discharge 
or separation from the military or naval 
forces of tbe United States to a pension or 
retirement pay; to the Committee on World 
War Veterans' Legislation. 

By Mr. JOHNSON of Oklahoma: 
H. R. 7663. A bill to provide for the com­

mon defense in relation to the sale of alco­
holic liquors to the members of the land and 
naval forces of the United States and to pro­
vide for the suppression of vice in the vicin• 
ity of military camps and naval establish­
ments; to the Committee on Military Affairs. 

By Mr. LANE: 
H. R. 7664. A bill to confer the same rights, 

privileges, and benefits upon members of the 
merchant marine who serve after September 
26, 1941, and during the present war as are 
conferred upon members of the armed forces 
of the United States who serve during the 
present war; to the Committee on the Mer­
chant Marine and Fisheries. 

PRIVATE BILLS AND RESOLUTIONS 

Under clause 1 of rule XXII, private 
bills and resolutions were introduced and 
severally referred as follows: 

By Mr. STEVENSON: 
H. R. 7665. A bill granting a pension to 

Amanda M. Evert; to the Committee on In­
valid Pensions. 

By Mr. LELAND M. FORD: 
H. R. 7666. A bill for the relief of Cecil Ray 

Murphy; to the Committee on Naval Affairs. 

PETITIONS, ETC. 

Under clause 1 of rule XXII, petitions 
and papers were laid on the Clerk's desk 
and referred as follows: 

3360. By Mr. KRAMER: Petition of the 
League of Cali.fornia Cities, voicing opposi­
tion to the taxation by the Federal Govern­
ment of the income derived from State and 
local securities either as to outstanding or 
future issues; to the Committee on Ways and 
Means. 

3361. By Mr. SPRINGER: Petition of 130 
citiztms, representing more than 60 counties 
in the State of Indiana, urging the support 
of all Indiana Members in Congress for House 
bill 7432 or Senate bill 2690, for the purpose 
of establishing a Pharmacy Corps in the Army 
of the United States; to the Committee on 
Military Affairs. 

SENATE 
WEDNE~DAY, OcTOBER 7, 1942 

<Legislq,tive day ot Monday, October 5, 
1942) 

The Senate met at 11 o'clock a. m., on 
the expiration of the recess. 

Rev. Harry L. Bell, minister, Colum­
bia Heights Christian Church, Washing­
ton, D. C., offered the following :erayel'l 

Thy Word, 0 God, is a lamp unto our 
feet and light upon our pathway. Today 
we are conscious of the need of that 
light. We are gathered in this bright 
room, the sun is high in the heavens, yet 
how dark is our world! All the good 
things for which we have prayed and 
worked, in which we have steadfastly be­
lieved, seem to be lost in darkness. We 
are groping our way. As the little child 
in the midnight darkness :finds reassur­
ance and strength, reaching out and 
touching the hand of father or mother, 
may we be strengthened as through the 
dark we reach and find Thy hand. 

Let not the light of our faith be extin­
guished! Keep it burning brightly in our 
hearts, our homes, our Nation, the world. 
Though the moral world of righteousness, 
love, and brotherhood seems to be blacked 
out, keep the pilot light of Thy truth and 
good will burning in our hearts. And 
when the night is done, when the carnage 
is over and morning dawns, establish 
Thy rule in every land. 

Bless, Thou, the deliberations of this 
body this day and not only this day but 
through every day, that Thy will may be 
done in our hearts as it is in heaven 
above. In His name we pray. Amen. 

THE JOURNAL 

On request of Mr. BARKLEY, and by 
unanimous consent, the reading of the 
Journal of the proceedings of the cal­
endar day Tuesday October 6, 1942, was 
dispensed with, and the Journal was 
approved. 
TRANSPORTATION OF DEPENDENTS AND 

HOUI;!EHOLD EFFECTS OF CERTAIN PER· 
SONNEL 

The VICE PRESIDENT laid before the 
Senate the amendments of the House of 
Representatives to the bill <S. 2679) to 
authorize the transportation of depend­
ents and household effects of personnel 
of the Navy, Marine Corps, Coast Guard, 
and Coast and Geodetic Survey, incident 
to secret or confidential orders, and for 
other purposes, which were, to strike out 
all after the enacting clause over to and 
including "expense.", in line 20, page 2, 
and insert "That officers and enlisted 
men of the Navy, Marine Corps, and 
Coast Guard, and the reserve components 
thereof when on active duty, of grades 
entitling them to transportation of de­
pendents and household effects on change 
of stations, ordered to or from duty un­
der secret or confidential orders or orders 
from which the names or locations of 
the ships or stations involved are omitted 
for reasons of security shall, upon appli­
cation of such personnel or their de­
pendents, be entitled to transportation 
for their dependents and household 
effects, including packing, crating, and 
unpacki~g thereof, from their stations or 
places of storage in the United States to 
any other points in the United States, 
and from such points to new stations in 
the United States to which such person­
nel may be subsequently ordered for duty, 
under such regulations as the Secretary 
of the Navy may prescribe: Provided, 
That the wives of such personnel, or such 
other responsible persqns as may be 
designated by the officials named in the 
next following proviso, may execute such 
certificates as may be required and which 
are filed with, and relate to, vouchers in 

connection with the transportation of 
dependents or household effects: Pro­
vided further, That in lieu of copies cf 
orders to or from duty under secret or 
confidential orders or orders from which 
the names or locations of the ships or 
stations involved are omitted for reasons 
of security, a certification of the Chief of 
Naval Personnel, Commandant of the 
Marine Corps, Commandant of the Coast 
Guard, or such subordinates as they may 
designate, that the personnel concerned 
have been so ordered shall constitute au­
thority for the payment of mileage and 
for the transportation of dependents and 
household effects authorized herein, and 

. any certificate or certification authorized 
by this act shall be final and conclusive 
upon the accounting officers of the Gov­
ernment: And provided further, That un­
der such regulations as the Secretary of 
the Navy may prescribe, claims for re­
imbursement may be submitted by and 
payments made to personnel concerned 
or their dependents for any authorized 
travel performed by dependents at their 
own expense." 

And on page 2, lines 21 and 22, to strike 
out "December 8, 1941" and insert "Octo­
ber 1, 1940." 

Mr. WALSH. I move that the Senate 
concur in the amendments of the House. 

The motion was agreed to. 
NATIONAL SERVICE LIFE INSURANCE FOR 

CERTAIN AVIATION CADETS AND STU­
DENTS 

The VICE.PRESIDENT laid before the 
Senate the amendments of the House of 
Representatives to the bill (S. 2275) to 
amend section 10 of Public, No. 360, 
Seventy-seventh Congress, to grant na­
tional service life insurance in the cases 
of certain Army flying cadets and avia­
tion students who died as the result of 
aviation accident in line of duty between 
October 8, 1940, and June 3, 1941, which 
were, on page 2, line 1, to strike out "Air 
Corps", and insert ·"Navy or." 

Amend the title so as to read: "An act 
to amend section 10 of Public, No. 360, 
Seventy-seventh Congress, to grant na­
tional service life insurance in the cases 
of certain Navy or Army flying cadets 
and aviation students who died as the 
result of aviation accident in line of duty 
between October 8, 1940, and June 3, 
1941." 

Mr. CLARK of Missouri. I move that 
the Senate concur in the amendments 
of the House. 

The motion was agreed to. 
CALL OF THE ROLL 

Mr. HILL. I suggest the absence of a 
quorum. 

The VICE PRESIDENT. The clerk 
will call the roll. 

The Chief Clerk called the roll, and 
the following Senators answered to their 
names: 
Aiken 
Bailey 
Ball 
Bankhead 
Barbour 
Barkley 
Bilbo 
Bone 
Brewster 
Brooks 
Brown 
Bulow 
Bunker 
Burton 

Butler 
Byrd 
Capper 
Caraway 
Chandler 
Chavez 
Clark, Idaho 
Clark, Mo. 
Connally 
Danaher 
Davis 
Downey 
Doxey 
Ellender 

George 
Gerry 
Gillette 
Green 
Guffey 
Gurney 
Hatch 
Hayden 
Herring 
Hill 
Holman 
Johnson, Calif. 
Johnson, Colo, 
Kilgore 
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La Follette O'Daniel 
Langer O'Mahoney 
Lee Overton 
Lodge Pepper 
Lucas Radcliffe 
McCarran Reed 
McFarland Reynolds 
McKellar Rosier 
McNary Schwartz 
Maloney Shipstead 
Maybank Smathers 
Millikin Smith 
Murdock Spencer 
Murray Stewart 
Norris Taft 
Nye Thomas, Idaho 

Thomas, Okla. 
Thomas, Utah 
Truman 
Tunnell 
Tydings 
Vandenberg 
VanNuys 
Wagner 
Wallgren 
Walsh 
Wheeler 
White 
Wiley 
Willis 

Mr. HILL. I announce that the Sena­
tor from Virginia [Mr. GLASS] and the 
Senator from Delaware [Mr. HUGHES] 
are absent from the Senate because of 

·mness. 
The Senator from Florida [Mr. AN­

DREWS], the Senator from New York [Mr. 
MEAn], and the Senator from Georgia 
[Mr. RussELL] are necessarily absent. 

Mr. McNARY. The following Senators 
are necessarily absent: 

The Senator from Vermont [Mr. Aus­
TIN] and the Senator from New Hamp­
shire [Mr. BRIDGES]. 

The VICE PRESIDENT. Eighty-eight 
Senators have answered to their names. 
A quorum is present. 

EXECUTIVE COMMUNICATIONS, ETC. 

The VICE PRESIDENT laid before the 
Senate the following letters, which were 
referred as indica ted: 
PURCHASE OF LOGS, LUMBER, AND OTHER FOREST 

PRODUCTS 

A letter from the Acting Secretary of the 
Interior, transmitting a draft of proposed 
legislation to authorize the Secretary of the 
Interior to purchase logs, lumber, and other 
forest products (with an accompanying pa­
per); to the Committee on Indian Affairs. 

DisPOSITION OF ExECUTIVE PAPERS 

A letter from the Archivist of the United 
States, transmitting, pursuant to law, lists of 
papers and documents on the files of the 
Departments of War, Navy, Interior (5), and 
Agriculture (17); administrative office of the 
United States courts, The National Archives, 
and Federal Trade Commission which are not 
needed in the conduct of business and have 
no permanent value or historical interest, 
and requesting action looking toward their 
disposition (with accompanying papers); to 
a Joint Select Committee on the Disposition 
of Papers in the Executive Departments. 

The VICE PRESIDENT ·appointed Mr. 
BARKLEY and Mr, BREWSTER members Of 
the committee on the part of the Senate. 
REPORT OF THE COMMITTEE ON NAVAL 

AFFAIRS 

Mr. WALSH, from the Committee on 
Naval Affairs, to which was referred the 
bill (H. R. 7577) to amend the act ap­
proved July 24, 1941 (34 U. S. C., Supp. I, 
350!) , so as to adjust the pay status of 
enlisted personnel appointed to commis­
sioned rank for temPQrary service, and 
for other purposes, reported it without 
amendment and submitted a report (No. 
1633) thereon. 
RECOMMITTAL AND REPORT OF A BILL­

DEFINITION OF REAL PROPERTY EX­
EMPT FROM TAXATION IN THE DIS­
TRICT 

On motion by Mr. McCARRAN, the bill · 
(S. 2804) to define the real property ex­
empt from taxation in the District of 
Columbia, was recommitted to the Com-

mittee on the District of Columbia; and, 
subsequently, Mr. McCARRAN, from the 
Committee on the District of Columbia, 
to which the foregoing bill was recom­
mitted, reported it with additional 
amendments and submitted a report 
(No. ~634) thereon. 
BILLS AND A JOINT RESOLUTION INTRO­

DUCED 

Bills and a joint resolution were intro­
duced, read the first time, and, by unan­
imous consent, the second time, and re­
ferred as follows: 

By Mr. GREEN: 
s. 2831. A bill permitting the naturaliza­

tion of certain persons not citizens whose 
husbands, sons, or daughters have served with 
the land or naval forces of the United States; 
to the Committee vn Immigration. 

By Mr. CLARK of Missouri: 
S . 2832. A bill to amend Veterans Regula­

tion No. 10, as amended; 
S. 2833. A biil to amend Veterans Regula­

tion No. 10, as amended, and for other pur­
poses; and 

S. 2834. A bill to define misconduct, for 
compensation and pension purposes, as 
limited to felonious misconduct; to the 

· Committee on F'inance. 
By Mr. BAILEY: 

S. 2835. A bill authorizing the temporary 
appointment or advancement of commis­
sioned officers of the Coast and Geodetic 
Survey in time of war or national emergency, 
and for other purposes; to the Committee on 
Commerce. 

{Mr. JOHNSON of Colorado introduced 
S enat e bill 2836, which was referred to the 
Committee on Military Affairs, and appears 
under a separate heading.) 

(Mr. THOMAS of Utah introduced S. J. 
Res. 165, which was referred to the Com­
mittee on the Library, and appears under a 
f'eparate heading.) 

CONTINUATION OF PAY OF PERSONS IN 
THE ARMED FORCES FOR 6 MONTHS 
AFTER TERMINATION OF THE WAR 

Mr. JOHNSON of Colorado. Mr. Presi-
dent, I have the honor to ask consent to 
introduce for appropriate reference a bill 
to continue the pay of persons serving in 
the armed forces of the United States for 
6 months after the termination of the 
present conflict_. I am glad to say that 
the three great service organizations-the 
D. A. V., the V. F. W., and the American 
Legion-are in complete agreement on 
this measure. 

There being no objection, the bill <S. 
2836) to continue the pay of all persons 
serving in the armed forces of the United 
States for 6 months after the termination 
of the present conflict was read twice by 
its title and referred to the Committee on 
Military Affairs. 
MONUMENT TO SUN YAT-SEN, FIRST PRO­

VISIONAL . PRESIDENT OF THE CHI­
NESE REPUBLIC 

Mr. THOMAS of Utah. Mr. President, 
I ask unanimous consent to introduce a 
joint resolution for appropriate refer­
ence, and also that an accompanying 
statement be printed in the RECORD in 
connection with the resolution. 

The VICE PRESIDENT. Is there ob­
jection to the request of the Senator from 
Utah? The Chair hears none, and it is 
so ordered. 

The joint resolution <S. J. Res. 165) to 
authorize the erection of a monument to 
Sun Yat-sen was read twice by its title 

and referred to the Committee on the 
Library. 

The statement presented by Mr. 
THOMAS of Utah is as follows: 

October 10 is a day important in China; and 
because China is important in the life and 
plans of every American, the day is impor­
tant for us in the United States also. 

Just as we look back to July 4, 1776, as 
the symbolic beginning of the United States 
of America, so China looks back to October 
10, 1911 , as the symbolic beginning of the 
Chinese Republic. 

And as we look back to George Washington 
as the father of our country, so today, 
450,000,000 Chinese people look back on Sun 
Yat-sen as the father of their nation. 

Because of the spiritual kinship of Su:r. Yat­
sen and his philosophy of democracy with 
our own democratic ideals, and because of 
the similarity of the struggle of China to 
achieve a republic with our own struggle 
nearly two centuries ago, it is my belief that 
Sun Yat-sen should become increasingly 
known in American life, a figure whose in­
spiration, wisdom, courage, and achieve­
ments should serve as an example and stim­
ulus to every American, young and old. 

As a token of the esteem in which he is 
held, I believe it fitting and valuable that 
here in the Nation's Capital we should have, 
in some public place, an enduring mark of 
that esteem. I have therefore introduced 
today a resolution providing for the erection 
of a statue of Sun Yat-sen, to stand with the 
statues of othe1· great leaders and to be a 
living reminder of the contribution of Dr. 
Sun to democracy. 

I appreciate that during the fighting of the 
war there may be a justifiable delay in the 
actual erection Of this statue in order that 
every immediate physical effort in our Na­
tion be dedicated to creating the materials to 
winning the war for China as well as for 
ourselves. But I believe that this anniver­
sary of the birth of the Chinese Republic, 
which finds us for the first time linked in 
active partnership with our sister :epublic 
is an appropriate occasion for the Congress of 
the United States to determine upon this 
tribute, so that at some early future day the 
provision now on paper may become a reality 
in marble. 

To many of us in the United States there 
is something a little strange about the cus­
toms and the living habits, as well as the 
problems of China. But these are not nearly 
as strange as are the customs, living habits, 
and problems of the people of the United 
states at the time in its history comparable 
to this time in Chinese history. Were we to 
be transported to the United States in · the 
year 1807, we would feel very strange indeed in 
rubbing shoulders with the Americans of that 
time. Yet in 1807 the ·Jnited States had ex­
isted exactly as long as the Chinese Republic 
has existed today. And once the outer 
strangeness of mingling with the Americans 
of 1807 had worn off, we would fin:1 the basic 
sameness in ideals and in democratic goals 
which Americans find today when they con­
template the ideals and goats of the Chinese 
people. I had occasion to say in the Senate, 
on the occasion of the anniversary of the 
death of Sun Yat-sen last March that "I am 
not alone in believing in this time of war 
crisis that our country would have been bet­
ter off during the last gene: 3.tion if our 
schools had taught our growing citizens a 
great deal :nore than they did about the 
Eastern Hemisphere. Had our people, for 
example, been more familiar with the de­
signs of the war lords of Japan, W'th the 
pattern of militarism and un-werving loy­
alty to the ideals of conquest, subjugation, 
and ruthless despotism, our Nation would 
undoubtedly have followed our le.aders more 
wholeheartedly in steps to prevent what is 
now happening in the Pacific. 
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"Moreover, had our people become more fa­

miliar with the magnificent rebirth of China, 
with its epoch-making turn to political de­
mocracy under the leadership of Sun Yat­
sen, our national realization of the bonds 
linking us to China would have led us into 
far greater suppor~ and encouragement than 
we gave, and into far more active collabora­
tion in helping that great new Republic to 
t·epel the barbarous invaders from Tokyo." 

I said also upon that occasion: "Sun Yat­
sen is bound to remain in history as one of 
the great who has contribut£d to the ad­
vancement of the welfare of mankind. Sun 
Yat-sen's formula, the Three Peoples' Prin­
ciples, constitutes a program to bring forth 
a united China, a democratic China, and a 
Chinese government established to promote 
the welfare of the people of China. 

"Persons wonder why it is that China and 
the United States are such natural allies. 
Have we not in the Three Peoples' Principles, 
a restatement of the objectives of our found­
ing fathers when they established our Union? 

"The Thirteen Colonies were brought to­
gether to make a strong government. This 
marked the birth of the American Nation. 
The republican form of government was guar­
anteed to all of the States in the Union. 
That constituted America's guaranty of de­
mocracy. And the Constitution provides for 
the general welfare of the people. 

"Thus China and America are natural allies 
in the attainment of liberty for· persons and 
a government of the people which will -act as­
the peoples' agent. The importance of 
China's position in the present war to save 
democracy cannot be overemphasized. Her 
fight and ours are indeed identical." 

But October 10 has a double significance 
for the Chinese people. Because of the vicis­
situdes and struggles to establish the Repub­
lic in the years following 1911, the revolu­
tionary principles of democracy and the uni­
fication of China were not fully accomplished. 
But in 1928 came what is termed the second 
revolution, which brought forth the present 
Government of China under the leadership 
of Generalissimo Chiaitg Kai-shek. And Oc­
tober 10 stands as the symbolic date of the 
establishment of that Government which to­
day is standing firm against Japan, not only 
for her own salvation but for the salvation 
of all the United Nations. It is appropriate, 
therefore, that in celebrating the holiday to­
morrow, which is the tenth in China, we pay 
a tribute to the great Generalissimo and to 
his accomplisl:fments for his Nation and for 
ours. A heroic figure , cast in the mold of 
greatness, he has led his Nation through tra­
vails of ruthless invasion, of superior force, 
of attempts at conquest, and has emerged 
with a nation unified as never before and 
grown stronger day by day. 

I look forward to the day when the multi­
tudes of Americans who make pilgrimages to 
the city of Washington will have the experi­
ence of standing before the statue of Sun Yat­
sen which is provided for in the bill which I 
have introduced, and standing before that 
statue, will feel a thrill of excitement and 
of affection for what that statue symbolizes. 

AMENDMENTS TO THE REVENUE ACT OF 
1942 

Mr. BUTLER submitted an amend­
ment, and Mr. McKELLAR and Mr. 
SMITH each submitted several amend­
ments intended to be proposed by them, 
respectively, to the bill . <H. R. 7378) to 
provide revenue, and for other purposes, 
which were 8everally ordered to lie on the 
table and to be printed. 

Mr. BURTON. Mr. President, I sub­
mit an amendment to section 112 of the 
pending bill (H. R. 7378) to provide reve­
nue, and for other purposes, and ask that 
it be printed, and lie on the table if we 

do not reach this section today, but I 
shall call up the amendment if we do 
reach the section affected today. 

The VICE PRESIDENT. The amend­
ment submitted by the Senator from 
Ohio will lie on the table and be printed. 
ADDRESS BY SENATOR AUSTIN . ON THE 

SENATE'S SHARE IN FORMULATION OF 
FOREIGN POLICY. 
[Mr. AUSTIN asked and obtained leave to 

have printed in the RECORD an address on the 
subject of the Senate's share in formulation 
of foreign policy, delivered by him at the 
annual forum of the Foreign Policy Associa­
tion, Inc., New York, October 3, 1942, which 
appears in the Appendix.] 

STATEMENT BY PETROLEUM COORDI­
NATOR ICKES ON THE PROBLEM OF 
PETROLEUM PRODUCTION 
[Mr. O'MAHONEY asked and obtained leave 

to have printed in the RECORD a statement on 
the problem of petroleum production, made 
by Ron. Harold L. Ickes before the war min­
erals subcommittee of the Senate Commit­
tee on Public Lands and Surveys, on October 
7, 1942, which appears in the Appendix.] 

MANPOWER IN THE WAR-ARTICLE BY 
SAMUEL GRAFTON 

[Ml'. WHEELER asked and obtained leave 
to have printed in the RECORD an article on 
the use of manpower in the war written by 
Samuel Grafton, and published in the Wash­
ington Star of Tuesday, October 6, 1942, 
which appears in the Appendix.] 

FLIGHT BY LIEUTENANT GENERAL AR­
NOLD FROM AUSTRALIA TO BOLLING 
F·IELD 

Mr. BUNKER. Mr. President, last 
Friday afternoon at 4:15 o'clock Lt. Gen. 
Henry H. Arnold, Chief of the Army Air 
Forces, whose career in military aviation 
dates back more than 30 years, landed at 
Bolling Field, D. C., 77 hours and 14 min­
utes after he left Brisbane, Australia. 
He and his crew traversed the distance 
to San Francisco in less time than it had 
ever before been traveled by man. 

The landing here, fittingly, was on the 
twenty-fifth anniversary of the founding 
of Bolling Field, one of the oldest Army 
airfields in America. 

General Arnold was awarded the Dis­
tinguished Service Medal and members 
of his crew were presented with the Air 
Medal, properly and promptly. 

The incidents of that day, as recorded 
by the press and radio, are reassuring. 
They denote America's efficiency in the 
air. They bespeak the kind of leadership 
in which the American people can have 
confidence. 

In General Arnold we find an officer 
who shares the hazards and risks of war 
right along with his men-an officer quiclt 
to share the glories of accomplishment 
with his subordinates. 

After a 22,000-mile tour of the Pacific 
theater, General Arnold brought back 
word that "our fighter planes are doing 
a splendid job" and that "our bombers 
are in a class by themselves, with almost 
no combat losses." 

From Col. Lewis R. Parker, Bolling 
Field commandant and veteran pilot, on 
the same day, in an anniversary radio 
speech, came assurances from home: 

We are playing our part in the building of 
a fighting machine that can and will suc­
cessfully safeguard the heritage of our Nation. 

We are training men to prosecute the grim 
business of war and, at the same time, fit 
themselves better for the tasks that will 
come when they return to civilian life. 

The Army is training men for the pres­
ent, and also for the future. 

These are the assurances for which the 
people of America are looking. 

A SQUARE DEAL FOR THE FARMER 

Mr. LEE. Mr. President, those of us 
who represent the farm States have never 
asked anything for the farmer which has 
not likewise been enjoyed by the nonfarm 
population. 

We argued that the first price-control 
bill specifically exempted wages, and 
therefore should not apply to farm com­
modities. 

In the debate on the floor of the Sen­
ate, I presented the following argument 
on January 8, 1942: 

Mr. LEE. The bill specifically exempts labor. 
Why is that? · 

* * 
The farmer who works his farm is paid his 

wages in terms of the commodities he sells. 
It takes a man-hour of labor to produce 1 
pound of lint cotton. If cotton is selling 
at 17 cents a pound, all that is received by 
the farmer who produces the cotton is 17 
cents an hour. He does not really receive 
that much net, because he must deduct from 
the 17 cents the cost of a number of things. 

So what I have difficulty in und~rstanding 
is why we should exempt the industrial 
worker and his wage pay but bring the agri­
cultural worker under the law. Why not 
exempt both of them? 

Now, Mr. President, we have just passed 
a second price-control law which covers 
wages as well as farll). prices. It was only 
after long debate and considerable effort 
on the part of those of us who represent 
agricultural States that we succeeded in 
writing into this law a requirement that 
the cost of farm labor shall be considered 
in determining maximum farm prices. 

During the debate on this measure on 
September 22, 1942, I used the following 
illustration to prove that the cost of farm 
labor must be considered in determining 
farm prices if the farmer is to get a square 
·deal: 

Let me illustrate the problem in this way. 
The result to the farmer would not be the 
same. For example, if the farmer raises 
a bushel of wheat, and wheat is selling at 
$1.25 a bushel, and overalls are $1.25 a pair, 
he can trade a bushel of wheat for a pair 
of overalls. Let us say that is parity. Then 
let us assume the cost of all labor increases 
100 percent. Overalls would then sell at 
$2.50 and the price of wheat, due to parity, 
would rise to $2.50 a bushel. The farmer 
would still be able to trade a bushel of wheat 
for a pair of overalls; but the cost of produc­
ing the bushel of wheat when the farmer 
received $1.25 for it was 50 cents, whereas now. 
because of the increased cost of labor, the cost 
of producing a bushel of wheat is $1, so he is 
out 50 cents for the same overalls. 

In other words, the farmer would not 
actually be receiving parity unless con­
sideration were given to the cost of pro­
ducing the farm commodity, which cost 
certainly includes farm labor. 

Mr. President, the wage-hour law 
placed a floor under industrial wages. 
Therefore, .it seemed only fair and right 
that we place a floor under farm prices. 

This we have done l)y providing in the 
recent price-control law th~t farmers be 
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given loans on their commodities up to 
90 percent of parity. 

In opposing an amendment to strike 
out this provision on ~eptember 30, 1942, 
I said: 

Mr. President, I rise to oppose the Lucas 
amendment. The effect of this amendment 
is to nullify the provision of the resolution 
which guarantees a price floor to farm com- · 
modities at 90 percent of parity. This floor 
is already well below parity. Therefore, why 
should we lower it still more? 

And later in the debate I said: 
Mr. President, I shall vote against the pend­

ing amendment. The joint resolution as it 
stands is acceptable to those who will have to 
administer it, and I will not yield to any 
further whittling down of the farmers prices. 

In any fair administration of the. law, 
the Executive is bound to take into con­
sideration the congressional intent. 
While the administration did not want a 
rigid, nonfiexible law, yet the congres­
sional intent is very clear on ·the point 
that the cost of farm labor shall be con­
sidered when determining maximum 
prices. 

Let me quote from section 3 of the law 
itself: 

That modifications shall be made in maxi­
mum prices established for any agricultural 
commodity • • • in any case • • • 
where by reason of increased labor or other 
costs to the producers of such agricultural 
commodity • • • the maximum prices so 
established will not reflect such increased 
costs. 

Again, in the same section, the law 
reads as follows: 

That in fixing price maximums for agricul­
tural commodities • • • adequate weight-· 
1ng shall be given to farm labor. 

Therefore it is evident that it is not 
only the intent of Congress that farm 
labor costs shall go into the consideration 
of maximum prices, but it is actually the 
law. 

Mr. President, it is a rare thing ,when 
a bill as controversial as the price-control 
bill is passed by Congress with such una­
nimity. There was not even a single dis­
senting vote in the Senate. 

At one time it looked as though Con­
gress and the President were deadlocked. 
Yet out of that situation there came a 
Jaw which gives the President the power 
to control inflation, and at the same time 
it gives the farmer a square deal. 

This indeed is a great victory for the 
democratic processes during a national 
crisis. 

I ask leave to have printed in the REc­
ORD as a part of my remarks a telegram 
I have received from Mr. Tom W. Cheek, 
president of the Oklahoma Farmers' Un­
ion, and a letter I have just received from 
Mr. Ira M. Finley, president of the Olda­
homa division of the General Welfare 
Federation of America. 

There being no objection, the telegram 
and letter were ordered to be printed in 
the REcoRD, as follows: 

OKLAHOMA CITY, OKLA., 
September 24, 1942. 

Senator JosH LEE, 
Senate Office Building, 

Washington, D. 0.: 
Our organization is supporting the Presi­

dent's seven-point program to prevent infla-

tion by bringing !arm prices and labor into a 
balance at parity. 

render judgment upon the claim ot James H. 
Lane; 

TOM W. CHEEK, 
President of Oklahoma Farmers.' Union-. 

k\JIOR'S VOICE, 
Oklahoma City, October 3, 1942. 

Senator JosH LEE, 
Senate Office Building, 

Washington, D. C. 
DEAR SENATOR: I want to extend to you the 

genuine appreciation of the entire member­
ship of my State organization. You have 
again demonstrated your progressive and 
statesmanlike position on a great public 
question. 

It is our opinion that the price-control con­
troversy was one between the food specu­
lators, the Farm Bureau on one side and the 
working farmers, the American workers, and 
the vast majority of the public on the other 
side. 

In spite of the seditious sniping of the con­
trolled daily press, the general public was 
not fooled by the straw man that was set up 
by the anti-Roosevelt forces in an effort to 
discredit the President under the guise of 
protecting the farmer. 

It is the first time the United States · 
Chamber of Commerce and their counterpart, 
the Farm Bureau, has ever lost sleep over the 
plight of that working farmer, who has here­
tofore been denied a chance. 

Under the new legislation sponsored by the 
President, supported by the junior Senator of 
Oklahoma, the working farmer is not only 
given an even break with the corporation 
farms but, o:n account of doing his own work 
with the hands of his Wife, his children, and 
himself, he now has an advantage. 

In other words, you have helped to sa"\ie 
thousands of farm homes and build others. 

Sincerely your friend, 
IRA M. FINLEY, 

President, Oklahoma Division, 
Genera~ Welfare Federation of America. 

MESSAGE FROM THE HOUSE 

A message from the House of Repre­
sentatives, by Mr. Calloway, one of its 
reading clerks, announced that the 
House had passed without amendment 
the following bills of the Senate: 

S. 97. An act for the relief of the legal 
guardian of Joy Montgomery, a minor; 

8.103. An act for the relief of Caffey Rob­
ertson-Smith, Inc.; 

S. 305. An act for the relief of Mrs. Felix 
Belanger; 

s. 317. An act for the relief of Monroe 
Short; 

S. 1033. An act conferring jurisdiction upon 
the Court of Claims of the United States to 
hear, examine, adjudicate, and render judg­
ment on the claim of the legal representa­
tives of the estate of Robert Lee Wright; 

S. 1143. An act for the relief of Dayee 1 

Jones; 
S. 1216. An act for the relief of Henry 

(Heinz) Gabriel; 
s. 12'20. An act for the relief of G. C. Barco 

and W. G. Knowles; 
S. 1853, An act for the relief of the Rock 

Hill Stone and Gravel Co. of St. Louis., Mo.; 
8.1869. An act for the relief of certain 

claimants against the United States who suf­
fered property losses as a result of the failw:e 
of the Big Porcupine Dam on the Fort Peck 
project, Mont.; 

S. 2099. An act for the relief of Mrs. Reita 
M. Lary; 

S. 2190. An act for the relief of Mrs. Marilla 
C. Gray; 

S. 2191. An act for the relief of Clara Wrob­
liski; 

S. 2264. An act conferring jurisdiction upon 
the United States District Court for the Dis­
trict of Connecticut to hear, determine, and 

S. 2273. An act for the relief of Ruth D. and 
Henry L. Brittingham; 

S. 2279. An act for the relief of 0. R. Max­
field; 

S. 2364. An act for the relief o! former First 
Lt. William J. Tepsic, One Hundred and Sev­
enty-sixth Field Artillery; 

S. 2420. An act for the relief of Isabelle 
Fuller; 

S. 2461. An act for the relief of Minnie C. 
Sanders; 

s. 2506. An act for the relief of Angela 
Skeoch; 

S. 2551. An act for the relief of Vernon Van 
Zandt; and · 

S . 2'11 7. An act for the relief of Charles H. 
Koch. 

The message also announced that the 
House had passed the following bills of 
the Senate, each with amendments, in 
which it requested the concurrence of the 
Senate: 

S. 174. An act for the relief of Lyle L. 
Bressler; and 

S. 2471. An act to amend the act entitled 
"An act to prevent pernicious political activi­
ties," approved August 2, 1939, as amended, 
with respect to its application to officers and 
employees of educational, religious, eleemos­
ynary, philanthropic, and cultural institu­
tions, establishments, and agencies, com­
monly known as the Hatch Act. 

The message further announced that 
the House had passed the following bills 
of the Senate, each with an amendment, 
in which it requested the concurrence of 
the Senate: 

S. 1203. An act for the relief of Bayard M. 
Atwood~ and 

S. 2317. A:n act for the- relief of Lillian 
LaBauve Linney. 

The message also announced that the 
House had agreed to the amendment of 
the Senate to the bill (H. R. 7121) to 
amend an act entitled "An act to estab­
lish a uniform system of bankruptcy 
throughout the United States," approved 
July 1, 1898, and acts amendatory thereof 
and supplementary thereto. 

The message further announced that 
the House had passed the following bills, 
in which it requested the concurrence of 
the Senate: 

H. R. 194. An act for the relief of the Up­
ham Telephone & Electric Co., Upham, N. 
Dak.; 

H. R.1375. An act for the relief of Mr. and 
Mrs. Samuel Azer; 

H. R. 1883. An act for the relief of Llewella 
J. Welsh; 

H. R. 2217. An. act for the relief of Wilson 
N. Yost; 

H. R. 2370. An act for the relief of Constan­
tinos Dardas; 

H. R. 2650. An act to confer jurisdiction 
upon the Court of Claims to hear, determine, 
and render judgment upon the claim of H. 
Herfurth, Jr., Inc.; 

H. R. 2899. An act for the relief of Myrtle C. 
Radabaugh; 

H. R. 3113. An act for the relief o! Cecil 
Higgenbottom, Mrs. Cecil Higgenbottom, and 
Basil Hall; 

H. R. 3478. An act for the relief of Glenn A. 
Pike; 

H. R. 3773. An act to confer jurisdiction on 
the Court of Claims of the United States to 
hear, determine, and render judgment upon 
the ciaim of John L. Alc'lck; 

H. R. 4800. An act for the relief of Mrs. 
William Leo; 
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H. R. 5177. An act for the relief of Irving 

Cowen; 
H. R. 5283. An act for the relief of Mr. and 

Mrs. Sebastian Eger; ~ 
H. R. 5651. An act for the relief of the Home 

Insurance Co. and the American Insurance 
Co.; 

H. R . 5884. An act for the relief of Mrs. 
Maude C. Massey, Ocala, Fla.; 

H. R. 5961. An act for the relief of Alfred 
Lee Poynor ; 

H. R. 5980. An act for the relief of the Fi­
delity and Casualty Co. and the Baugh Chem­
ical Co.; 

H. R. 6016. An act for the relief of Michael­
Leonard Seed Co.; 

H. R. 6061. An act for the relief of Mr. and 
Mrs. Werner M. Bertelson and Ellen W. Ses­
sions; 

H. R. 6078. An act for the relief of Ka.therine 
S. Arthur; 

H. R. 6176. An act for the l'elief of Shirley 
Jones; 

H. R. 6254. An act for the relief of Henry 
Angell; 

H. R. 6283 . An act for the relief of Franklin 
E. Ludwig, Ma'ry Taylor, and Frank A. Taylor; 

H. R. 6286. An act for the relief of Lee 
Watts; 

H. R. 6337. An act for the relief of William 
H. Linhart; 

H. R. 6380. An act for the relief of Charles 
s: Smith; 

H. R. 6388. An act for the relief of William 
s. Chapman, Clyde Gilbert, Paul Scherbel, 
and Frank Childs; 

H. R . 6491 . An act for the relief of the heirs 
of John W. Adams; 

H. R. 6558. An act for the relief of Anne 
Berbig and Alfred E. Berbig, Jr.; 

H. R. 6591. An act for the relief of the 
estate of Emily Kraft, deceased; 

H. R. 6619. An act for the relief of M. Ray 
Waldron; 

H. R. 6721. An act for the relief of Mildred 
G. Gordon; 

H. R. 6751. An act for the relief of J. C. 
Baker; 

H. R . 6'181. An act for the relief of the legal 
guardian of Lorraine Novak, a minor; 

H. R. 6817. An act for the relief of Lloyd 
A. Emick; 

H. R. 6841. An act for the relief of the 
Tours Apartment Hotel; 

H . R. 6893. An act for the relief of N. C. 
Lloyd; 

H. R. 6907. An act for the relief of Mrs. 
P. R. Yager; . 

H. R . 6938. An act for the relief of Rudolf 
Kligler (Robert E. Arden); 

H. R . 6970. An act for the relief of Carolyn 
D. Griffin; 

H. R . 6990. An act for the relief of G. F. 
Allen, chief disbursing officer, Treasury De­
partment, and for other purposes; 

H . R. 6993. An act for the relief of the 
estate of Marlin Croft, deceased; 

H. R. 7061. An act for the relief of D. A. 
Sullivan & Sons, Inc.; 

H. R. 7149. An act for the relief of David 
E. Clark; 

H. R. 7177. An act for the relief of Earl Car­
bauh; 

H. R . 7263. An act for the relief of Mrs. 
J. R. Bennett; 

H. R . 7480. An act for the relief of Mrs. 
Claud Tuck and Darrell Claud Tuck, a minor; 
and 

H. R. 7482. An act granting increase of pen­
sions to certain dependents of veterans of 
the Civil War. 

ENROLLED BILLS SIGNED 

The message also announced that the 
Speaker had affixed his signature to the 
following enrolled bills, and they were 
signed by the Vice President: 

H. R. 5719. An act to abolish the Guilford 
Courthouse National Military Park Commis­
sion, and for other purposes; 

H. R . 6601. An act to reorganize the system 
of land offices and land districts in Alaska; 
and 

H. R. 7152. An act to amend the Nationality 
Act of 1940 to preserve the nationality of 
citizens residing abroad. 

HOUSE BILLS REFERRED 

The following bills were severally read 
twice by their titles and referred as indi­
cated: 

H. R. 194. An act for the relief of the Up­
ham Telephone & Electric Co., Upham, N. 
Dak.; 

H. R. 1375. An act for the relief of Mr. and 
Mrs. Samuel Azer; 

H. R. 1883. An act for the relief of Llewella 
J. Welsh; 

H. R. 2217. An act for the relief of Wilson 
N. Yost; 

H. R. 2650. An act to confer jurisdiction 
upon the Court of Claims to hear, determine, 
and render judgment upon the claim of H. 
Herfurth, Jr., Inc.; 

H. R. 2899. An act for the relief of Myrtle 
C. Radabaugh; 

H. R. 3113. An act for the relief of Cecil 
Higgenbottom, Mrs. Cecil Higgenbottom, and 
Basil Hall; 

H. R. 3478. An act for the relief of Glenn 
A. Pike; 

H.-a. 3773. An act to confer jurisdiction 
on the Court of Claims of the United States 
to hear, determine, and render judgment 
upon the claim of John L. Alcock; 

H. R. 5177. An act for the relief of Irving 
Cowen; 

H. R. 5283. An act for the relief of. Mr. 
and Mrs. Sebastian Eger; 

H. R. 5651. An act for the relief of the 
Home Insurance Co. and the American In­
surance Co.; 

H. R. 5884. An act · for the relief of Mrs. 
Maude C. Massey, Ocala, Fla.; 

H. R. 5961. An act for the relief of Alfred 
Lee Poynor; 

H. R . 5980. An act for the relief of The 
Fidelity & Casualty Co. and the Baugh 
Chemical Co.; 

H. R. 6016. An act for the relief of Michael­
Leonard Seed Co.; 

H. R. 6061. An act for the relief of Mr. and 
Mrs. Werner M. Bertelson and Ellen W. 
Sessions; 

H. R. 6078. An act for the relief of Kath­
erine S. Arthur; 

H. R. 6176. An act for the relief of Shirley 
Jones; 

H. R. 6283. An act for the relief of Frank­
lin E. Ludwig, Mary Taylor, and Frank A. 
Taylor; 

H. R. 6286. An act for the relief of Lee 
Watts; 

H. R. 6380. An act for the relief of Charles 
S . Smith; 

H. R. 6388. An act for the relief of Wil­
liam S. Chapman, Clyde Gil·bert, Paul 
Scherbel, and Frank Childs; 

H. R . 6491. An act for the relief of the 
heirs of John W. Adams; 

H. R. 6558. An act for the relief of Anne 
Berbig and Alfred E. Berbig, Jr.; 

H. R. 6591. An act for the relief of the 
estate of Emily Kraft, deceased; 

H. R. 6619. An act for the relief of M. Ray 
Waldron; 

H. R. 6721. An act for the relief of Mildred 
G. Gordon; 

H. R. 6751. An act for the relief of J. C. 
Baker; 

H. R. 6781. An act for the relief of the 
legal guardian of Lorraine Novak, a minor; 

H. R. 6817. An act for the relief of Lloyd 
A. Emick; 

H. R. 6841. An act for the relief of the 
Tours Apartment Hotel; 

H. R. 6893. An act for the relief of N. C. 
Lloyd; 

H. R. 6907. An act for the relief of Mrs. 
P.R. Yager; 

H. R. 6970. An act for the relief of Carolyn 
D. Griffin; 

H. R. 6990. An act for the relief of G. F. 
Allen, chief disbursing officer, Treasury De­
partment, and for other purposes; 

H. R. 6993. An act for the relief of the estate 
of Marlin Croft, deceased; 

H. R. 7061. An act for the relief of D. A. Sul­
livan & Sons, Inc.; 

H. R. 7149. An act for the relief of David E. 
Clark; 

H. R. 7177. An act for the relief of Earl 
Carbauh; 

H. R. 7263. An act for the relief of Mrs. 
J. R. Bennett; and 

H. R. 7480. An act for the relief of Mrs. 
Claud Tuck and Darrell Claud Tuck, a minor; 
to the Committee on Claims. 

H. R. 2370. An act for the relief of Constan­
tinos Dardas; 

H. R. 4800. An act for the relief of Mrs. 
William Leo; 

H. R. 6254. An act for the relief of Henry 
Angell; 

H. R. 6337. An act for the relief of wmlam 
H. Linhart; and 

H. R. 6938. An act for the relief of Rudolf 
Kligler (Robert E. Arden); to the Committee 
on Immigration. 

H. R. 7482. An act granting increase of pen­
sions to certain dependents of veterans of 
the Civil War; to the Committee on Pensions. 

REVENUE ACT OF 1942 

The Senate resumed the consideration 
of the bill <H. R. 7378) to provide rev­
enue, and for other purposes. 

Mr. DAVIS. Mr. President, yesterday 
I asked that the amendment of the com­
mittee inserting section 138, employers' 
contributions to voluntary employees' 
beneficiary associations, be passed over. 
I have read the amendment and am in 
accord with it, and I move that the com­
mittee amendment be agreed to. 

Mr. LA FOLLETTE. What is the re­
quest, Mr. President? 

The VICE PRESIDENT. The Senator 
is referring to the committee amendment 
on page 108, line 13. 

Mr. DAVIS. It is a proposal to insert 
section 138, covering employers' contri­
butions to voluntary employees' bene­
ficiary associations. 

The VICE PRESIDENT. Does the 
Senator from Wisconsin have objection? 

Mr. LA FOLLETTE. I have no ob­
jection. 

The VICE PRESIDENT. The question 
is on agreeing to the amendment on page 
108, beginning with line 13. 

The amendment was agreed to. 
The VICE PRESIDENT. The clerk 

will state the first amendment of the 
committee passed over, which appears 
on line 6, page 17. 

The CHIEF CLERK. On page 17, line 6, 
it is proposed to strike out "32" and to 
insert "22", so as to read: 

(2) Surtax net incomes over $25,000 but 
not over $50,000: Upon corporation surtax 
net incomes over $25,000, but not over $50,-
000, $2,500, plus 22 percent of the amount 
of the corporation surtax net income over 
$25,000. 

Mr. LA FOLLETTE. Mr. President, in 
order to clarify the parliamentary situa­
tion, by the consent of the Senator from 
Georgia and the Senate, I should like to 
be permitted to offer an amendment 
which is in the nature of a substitute for 
the committee amendment on page 17, 
line 6, and also proposes to amend the 
House text on page 17, lines 3 to 10. I 
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ask unanimous consent that I may pro­
ceed in this manner. 

The VICE PRESIDENT. Is there ob­
jection to the request of the Senator from 
Wisconsin? 

Mr. GEORGE. I have no objection, 
Mr. President. 

The VICE PRESIDENT. The clerk 
will state the amendment for the infor­
mation of the Senate. 

The CHIEF CLERK. It is proposed to 
strike out lines 3 to 10, inclusive, on page 
17, and insert in lieu thereof the fol­
lowing: 

(2) Surtax net incomes over $25,000: Upon 
corporation surtax net incomes over $25,000, 
$2,500, plus 26 percent of the corporation 
surtax net income over $25,000. 

Mr. LA FOLLETTE. Mr. President, 
the people of the country and their 
elect'ed representatives face the most dif­
ficult fiscal and tax crisis in the written 
history of the world. We have already 
appropria~ed or authorized contracts in 
excess of $200,000,000,000. Our Federal 
expenditures for the current fiscal year 
will, in all probability, exceed $77,000,-
000,000. Being confronted with this sit­
uation, it becomes imperative that we ex­
ercise the great plenary power of taxa­
tion to the best of our combined judg­
ment in order that we may, if it be hu­
manly possible, maintain the credit of 
our great Government, and levY this 
crushing burden upon the people and 
upon corporations in proportion to their 
ability to carry it. Any other course, Mr. 
President, falls short of the statesman­
ship which this critical hour in the his­
tory of our Republic should call forth. 

I realize that in a situation of this kind, 
confronted with appropriations and ex­
penditures of astronomical proportions, 
the judgment of honest, patriotic men 
will differ, but as I see it, it is an hour 
when each and every one of us must pre­
sent our frank views and our honest con­
victions in the hope that in that sound 
democratic process which results from 
the clash of differing opinions we may 
hammer out on the anvil of legislative 
and administrative government a tax pro­
gram which will strengthen and support 
our Nation through the dark years which 
lie ahead. 

I differed, Mr. President, with my col­
leagues upon the Finance Committee in 
the particular .amendment which is now 
before us. They proposed to reduce the 
taxes upon corporations below those 
adopted and passed by the House of 
Representatives. The Treasury of the 
United States, through the Secretary and 
through the general counsel, urged upon 
both the Ways and Means Committee 
and the Senate Finance Committee a 
maximum combined corporate rate of 55 
percent. I supported that rate in the 
committee, but I am not proposing to 
offer it here. I am offering an amend­
ment which is a compromise between 
the Treasury recommendation and the 
action of the House of Representatives. 

Mr. President, as I stated at the outset, 
it is obvious that men will differ as to 
the appropriate burden which can be 
placed upon corporations and still not 
impair their functioning as a vital part 
of our producing economy in time of war. 

I personally am convinced, after the best 
study of which I am capable, that corpo- . 
rations can bear the -rates which are 
proposed in this amendment. 

I am convinced of it because I feel 
certain, after discussing at great length 
with the representatives of the Treasury 
their reasons for having recommended a 
combined normal and surtax rate of 55 
percent, that they, too, only made such 
recommendations after careful consider­
ation and investigation which convinced 
them that the corporations under pres­
ent circumstances could carry that much 
of a burden. 

We must realize that when we relieve 
the burden in one place it must inevitably 
be transferred to some other, and that 
has been the net effect of the action of 
the Finance Committee. It recommends 
to the Senate a bill which proposes to 
reduce the total tax upon corporations 
under that adopted by the House of Rep­
resentatives, and to place that burden 
upon individuals---individuals who, in my 
opinion, are not in any position to carry 
the increased load which is asked of them. 
I do not propose this morning to go i11to 
that question. I expect to discuss it at 
greater length when we reach the ques­
tion of individual rates. But I do desire 
to bring this point home, if I can, to my 
colleagues in the Senate. Mr. President, 
we must determine our policies in this 
situation on the basis that the war may 
last for several years. Any other course 
will lead to disaster. If the war should 
terminate sooner thah we expect, no 
harm will come from our having planned 
for a long war; but if the war should last 
longer than we anticipate and plan for, 
only disaster can be our lot. 

Mr. President, in a long war the in­
cidence and burden of taxation under 
these staggering rates become of increas­
ing importance. We have reached the 
point where unjust taxation will hurt the 
morale of our people. It is vital, if we 
are to maintain morale in the dark years 
ahead, that the burdens of this war· 
should be equitably distributed. The 
Finance Committee proposes to reduce 
corporate taxes and to increase the bur­
den upon the lowest income groups to 
the point where their health and effi­
ciency will be impaired, and thus we will 
find it more difficult to secure manpower 
replacements for our armed forces and 
for our industrial and agricultural pro­
duction. 

Mr. President, the total net income of 
corporations reporting net incomes has 
increased 146 percent from 1939 to 1942. 
In dollars this increase has amounted to 
$9,915,000,000. The taxes to be collected 
from corporations in 1942 at existing 
rates are estimated at $7,600,000,000. 
The estimated increase in corporation 
taxes in the Senate bill, excluding the · 
post-war credit, amounts to $1,482,500,­
ooo. The total corporation taxes under 

· the Senate committee's version of the bill 
amounts to $9,082,500,000. This, I wish 
to emphasize, is $832,500,000 short of re­
covering the total increase in net income 
of corporations since 1939 as I have just 
indicated. 

Let me now come to a comparison of 
this proposal with the House bill and the 
Senate bill. Under the House bill the in~ 

crease over existing law, insofar as the . 
net revenue effect is concerned, amounts 
to $1,968,200,000 from corporations. It 
must be borne in mind, however, that the 
House bill provides no post-war credit. · 
It provides no debt relief. It has, in 
other words, none of the relief provisions 
which the Finance Committee, after due 
consideration, unanimously believed these 
high rates required. 

In the Senate bill the net revenu~ effect 
in increase over existing law amounts to 
$842,500,000. The net revenue effect of 
the proposal which ! am offering, if com­
bined with another amendment which I 
would offer if this amendment were 
agreed to, would be $1,011,200,000 over 
existing law, or a gain over the Senate bill 
of $168,700,000. 

Mr. President, this proposal involves 
another issue. The Senate committee's 
version of the bill, as I view it, increases · 
the burden upon the smaller corpora­
tions. It does so by providing that they 
may have only a $5,000 specific credit in­
sofar as their excess-profits tax is con­
cerned. If my amendment should be 
adopted, I would urge-the Senate to re":' 
sist the amendment which appears later 
in the bill striking out the House provi­
sion which grants a specific credit of 
$10,000 against the excess-profits tax. 
This can be done, Mr. President, as I have 
pointed out, and at the same time we will 
gain $167,000,000 in the net effect of the 
revenue over the existing law. This will 
mean that 8,300 of the smaller corpora­
tions will be given additional benefit as a 
result of this increased specific exemption 
against the excess-profits tax. 

I may say, Mr. President, that the esti­
mates which I have given to the Senate 
are predicated likewise upon a 10-percent 
post-war credit against normal, surtax, 
and excess-profits taxes, insofar as cor­
porations are concerned. · This will re­
sult in building up for the corporations 
a much more substantial post-war credit 
than is provided in the Senate Finance · 
Committee's version of the bill. I wish 
to point out that under the Senate com­
mittee's version of the bill there is pro­
vided a post-war credit which will 
amount, according to the Treasury esti­
mates, to $271,500,000. 

The amendment which I am proposing 
would create a post-war credit of $660,-
000,000. It is estimated that the Finance 
Committee's proposal would result in cor­
porations getting only $300,000,000 of 
debt-retirement credit, as against $385,-
000,000 under the proposal which I am 
discussing. 

Mr. VANDENBERG. Mr. President, 
will the 'senator yield? 

The PRESIDING OFFICER (Mr. 
SPENCER in the chair) . Does the Senator 
from Wisconsin yield to the Senator from 
Michigan? 

Mr. LA FOLLETTE. I yield. 
Mr. VANDENBERG. I do not find in 

the pending amendment any provisions 
for debt relief or post-war credit. How 
does the Senator intend to achieve the re­
sults described? 

Mr. LA FOLLETTE. I have already 
asked to open up this question so that I 
can amend the House text. The other 
provisions occur later in the bill, and I 
should have to ·offer additional amend-
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ments to make those adjustments. For 
example, in order to provide that the 
post-war credit shall apply against the 
total corporation tax, I should have to 
amend a portion of the bill which is near 
the end of the bill; but I am trying to 
present this question as a whole. I think 
I am entitled to do so, because, after all, 
it is a total program for corporation taxa­
tion. 

Mr. VANDENBERG. I quite agree to 
that; but it occurs to me that a vote on 
this particular amendment would scarce­
ly do the Senator's program justice. 

Mr. LA FOLLETTE. I do not quite 
know how I could achieve it all at once. 
As the Senator realizes, in the Finance 
Committee we can always get along by 
saying, "I have a proposal which involves 
a whole arm full of propositions. I tie 
them all together. Are you for it or 
against it?" However, on the floor of the 
Senate, where we must proceed under 
parliamentary rules, it is rather difficult 
to achieve that result. 

I am simply saying that the estimates 
to which I have referred are predicated 
on the assumption that this amendment 
would prevail and that the amendment 
granting p0st-war credit against total 
corporation taxes would prevail. Thus I 
obtain the estimates, as the Senator will 
see, as to the various effects so far as the 
post-war credit is concerned. 

Mr. VANDENBERG. Are the other 
amendments printed and available? 

Mr. LA FOLLETTE. They are. 
Mr. VANDEN~ERG. I think they· 

should be before all Senators, so that the 
Senator can do justice to his presenta­
tion. 

Mr. LA FOLLETTE. I thank the 
Senator. 

Mr. President, I do not believe it ~s 
necessary to belabor the point. It must 
be obvious to every Senator that the 
greater the post-war credit the greater 
cushion we provide for corporations, and 
thus for the national economy, against 
the post-war adjustment period. 

Mr. LEE. Mr. President, will the 
Senator yield? 

Mr. LA FOLLETTE. I yield. 
Mr. LEE. I hope the Senator will in­

dulge me for a few questions. 
Mr. LA FOLLETTE. I shall be glad to 

answer them if I can. 
Mr. LEE. The Senator has offered an 

amendment. Specifically, what is that 
amendment? 

Mr. LA FOLLETTE. My amendment 
proposes to change the corporation rates, 
so that the maximum combined normt.l 
and surtax rate would equal 50 percent, 
in contrast to the Senate committee's 
recommendation that the total should 
be 40 percent. 

Mr. LEE. In other words, the amend­
ment would increase the rate of the cor­
poration tax? 

Mr. LA FOLLETTE. That is correct. 
In effect, it would increase the surtax 
rate, because the House bill, the Finance 
Committee's recommendation, and my 
proposal all call for a sc-called normal 
corporation tax of 24 percent. The con­
troversy comes over how high the surtax 
rate should be. The House provided a 
surtax rate which would make the maxi­
mum combined rate equal 45 percent. 

The Treasury recommended a maximum 
combined rate of 55 percent. My amend­
ment would provide a maximum com­
bined rate of 50 percent. 

Mr. LEE. Does the Senator's amend­
ment apply to the excess-profits tax 
provision? 

Mr. LA FOLLETTE. The whole pro­
gram would have something to do with 
the excess-profits tax, because I propose 
to make the post-war credit apply not 
only to the excess-profits tax, but to the 
surtax and the normal tax as well. I am 
sure the Senator understands that all 
corporations with net income, . except 
those which have specific exemptions, 
pay the normal and the surtax rate. 
Then, if they have an excess-profits tax, 
they calculate it according to one .or the. 
other of two alternative methods, either 
the base period method or the invested 
capital method. ' 

Mr. LEE. I understand that. The 
reason I asked the question was to find 
out to which method the amendment 
would apply. 

Mr. LA FOLLETTE. I am not propos­
ing to increase the rate of 90 percent on 
excess profits, because I think everyone 
will agree-at least I am certainly willing 
to agree-that that rate is as high as 
anybody should propose to go. The 
Treasury and nearly everyone else agree 
that if the 90 percent rate is to remain in 
the bill there must be relief provisions. 
That is the reason for the debt-retire­
ment provision and the post-war credit 
provision. 

Mr. LEE. Yesterday the Senator from 
Oregon [Mr. McNARY] raised the ques­
tion of debt payment. · Does the Senator 
propose an amendment to change that 
provision? 

Mr. LA FOLLETTE. This proposal, 
like the others, would permit the utiliza­
tion of post-war credit by a corporation 
to the extent of 40 percent of its debt 
payment in any one year, but in r:o case, 
of course, to exceed the accumulated 
post-war credit. In other words, if a 
corporation had -$100,000 of debts to pay, 
assuming that it had a $40,000 post-war · 
credit, it could utilize the $40,000 of post­
war credit in meeting its $100,000 debt 
payment. 

Mr. LEE. I thank the Senator. 
Mr. LA FOLLETTE. Let me say to the 

Senator that in my opinion the creation 
of a post-war credit is the only feasible 
means-at least the only equitable 
means-of giving any debt relief to cor­
porations. Otherwise we should be con­
fronted with the unfortunate alternative 
of extending benefits and assistance to 
corporations which may have had a very 
extravagant and unfortunate fi~cal pol­
icy, and not extending the same benefits 
and privileges to a corporation which 
may have conducted its fiscal affairs on 
a very sound basis. However, when we 
create a post-war credit, we can allow 
corporations which are in an unfortunate 
position insofar as their debt is concerned 
to utilize the post-war credit without dis­
criminating against corporations which 
have adopted a more thrifty and frugal 
policy. 

Mr. LEE. Just before I entered the 
Chamber the Senator gave some very in­
teresting figures with respect to the in-

come of corporations, how much of that 
income the tax proposed by the commit­
tee would take, and how much the tax 
which the Senator proposes would take. 
I wonder if the Senator would be kind 
enough to repeat those figures. I did not 
catch all of them. 

Mr. LA FOLLETTE. Is the Senator 
asking me for the difference in the yield 
from corporations, as between my pro­
posal and the Senate committee's pro­
posal? 

Mr. LEE. Yes~ 

Mr. LA FOLLETTE. These figures are 
computed from the standpoint of the 
net reven:.Ie effect. Obviously we can­
not count the post-war credit, because 
that will either be used for debt retire­
ment or ultimately returned to the cor­
por:;ttion. So when I use the term "net 
revenue" all those things have been de­
ducted, and I am considering the ques­
tion purely from the standpoint of what 
is actually in the Treasury "for keeps.'' 
in the sense that the Treasury does not 
have to give back other dollars to replace 
some of those collected. 

The net revenue effect of the House 
bill from corporation taxes is an increase 
over existing law of $1,968,200,000. 'Let 
me repeat that there are no relief pro­
visions in the House bill. 

The net revenue effect of the Senate 
committee proposal is an increase from 
corporations, compared to existing law, 
in an amount of $842,500,000. 

This prvposal, combined with a $10,-
000 specific exemption to help the smaller 
corporations against the excess-profits 
t"ax, and providing a 10 percent post-war 
credit against the normal, the surtax, 
and the excess-profits tax combined, 
would produce $168,700,000 more than 
the Senate Finance Committee's pro­
posal. Its net revenue effect altogether 
represents an increase over the existing 
law of $1,011,200,000. The net revenue 
effect of the House bill, without any re­
lief provisions, is an increase of $1,968,-
200,000 over existing law. 

Mr. VANDENBERG. Mr. President, 
will the Senator yield? · 

Mr. LA FOLLETTE. I yield. 
Mr. VANDENBERG. As I understand, 

the Senator is now applying a total nor­
mal and surtax rate of 50 percent. 

Mr. LA FOLLETTE. That is correct. 
Mr. VANDENBERG. Against which 

there would be a 10-percent post-war 
credit. 

Mr. LA FOLLETTE. Yes. 
Mr. VANDENBERG. So the effective 

net rate which the Senator is proposing 
is 45. percent; is that correct? 

Mr. LA FOLLETTE. Yes. To all in­
tents and purposes the proposed rate 
would have the same net effect as the 
House rate without any post-war credit. 

Mr. VANDENBERG. That is what I 
was attempting to indicate. 

Mr. BROWN. Mr. President, will the 
Senator yield? 

Mr. LA FOLLETTE. I yield. 
Mr. BROWN. There will be before the 

Senate really three issues. The first is 
the La Follette amendment. If the La 
Follette amendment is adopted, that will 
settle the question. If it is defeated, then 
there will still be two ic;sues; that is, the 
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45-percent House rate and the Senate 
committee amendment. 

Mr. LA FOLLETTE. That is correct. 
Mr. BROWN. Those are the three is­

sues which would be before the Senate. 
Mr. LA FOLLETTE. Those are the 

three issues; but what I want to empha­
size again is the fact that under my 
proposal it would be possible to extend 
the post-war credit so that it would ap­
ply to all corporate taxes. It would 
build up a larger post-war credit than 
would the Senate Finance Committee's 
proposal which only proposes to grant 
a post-war credit to corporations that 
pay excess-profits taxes. 

Mr. GEORGE. Mr. President-­
Mr. LA FOLLETTE. I gladly yield to 

the Senator from Georgia . 
Mr. GEORGE. The Senator from 

Wisconsin lmows very well that we put 
into the bill a provision for the appoint­
ment of a committee to study the whole 
question of post-war credits; and he also 
knows very well, does he not, that if we 
are to have any post-war compulsory 
loans or post-war credits the program 
must be integrated with the individual 
and corporate rates. Would it not be 
very much wiser, purely as a matter of 
justice to the committee or to the special 
committee or subcommittee which is to 
be appointed, to proceed to consider these 
rates without now trying to inject into 
the bill any question of post-war savings? 
That is the real reason why we did it. 

I do not agree with the Senator on 
his 50-percent tax on corporations. 

Mr. LA FOLLETTE. I know that. 
. Mr. GEORGE. But at the same time 

't may ·be that when we provide for 
ost-war credits or compulsory loans we 

shall be obliged to go to 50 percent, and 
we may have to go up 10 percent on the 
tax on individuals. Certainly, if we get 
anything like the compulsory loan that 
the Treasury is obliged to have we shall 
have to increase rates on individuals and 
corporations for that purpose; and at 
that time the question of post-war 
credits or credits for debt payments can 
very properly be taken into considera-
tion. · 

In all good faith the committee has 
given consideration to the question of 
rates, and, as the Senator very well 
knows, it has done so over a period of 
days and weeks; and in all good faith 
the Treasury should recognize the fact 
that the committee gave honest consid­
eration to its recommendations about the 
rates. The committee did not agree 
with it as to a rate of 55 percent or 50 
percent; and although we did at first 
take the 45 percent rate on certain post­
war credits, we finally decided that the 
post-war credits should go out insofar 
as the surtax was concerned, and that 
the rate itself should go down to 40 
percent. 

I am not complaining, but it seems to 
me that when a committee honestly 
works for many weeks over these ques­
tions, even the Treasury of the United 
States should recognize that the Con­
gress is the policy-making body, and 
should not undertake in any way to up­
set what the committee has done after 
it has given patient and honest consid­
eration to every question which the Sen-

ator from Wisconsin is now bringing 
· back into consideration on the floor. I 

do not think it is conducive to sound 
legislation, and I am not interested in 
any political adornments to the bill. I 
have not proce-eded on that theory, and 
I shall not do so. 

Mr. LA FOLLETTE. Mr. President, I 
do not know what the Senator from 
Georgia is referring to; but if he is in­
ferring that I am acting here in behalf · 
of the Treasury, I wish to disabuse his 
mind and that of every other Senator on 
that point. I have always been able to 
stand ou my own feet, and when I am 
no longer able to do so I hope I shall be 
summarily retired from this body. 

·The Senator from Georgia and I have 
sat side by side for weeks in deliberations 
on the bill. I have tried to cooperate 
with him in shortening consideration of 
the measure. I have tried to cooperate 
with every other member of the com­
mittee; . but every Senator on the com­
mittee will bear me out when I state that 
I said again and again, and I so indicated 
by my votes, that I intended to raise 
these issues again on the floor of the 
Senate. That has always been my policy 
in the committee. 

Let us be entirely frank about it, Mr. 
President. The Finance Committee is a 
very conservative committee of the Sen­
ate. We cannot find one that is more so. 
I represent on that committee what I 
choose to call a liberal or progressive 
point of view. I am in the minority. 
I think my colleagues will say that I take 
my drubbings in the committee in good 
spirit; but it does not necessarily follow 
that because I am run over in the com­
mittee I shall be silenced and denied my 
opportunity to present here what I think 
are important and necessary amend­
ments in connection with the bill. 

Mr. GEORGE. Mr. President, I am 
not suggesting that the Senator does not 
have a right to bring them up, and I am 
not suggesting that he should be silent. 
I am pointing out to the Senator that 
he himself agreed to an amendment pro­
viding for the appointment of a commit­
tee to consider the whole question of 
post-war credits and compulsory savings. 
Such an amendment is in the bill. 

Mr. LA FOLLETTE. Yes, Mr. Presi­
dent; I agreed to that in the committee 
when I saw that the Finance Committee 
was determined to postpone considera­
tion of this vital issue; but I am not re­
flecting on those who are to be appointed 
upon the committee when I say in all 
frankness that I do not expect to see any 
report from that committee by the 1st 
of December. Too often since I have 
been a member of the Finance Commit­
tee have I been met in the committee 
and on the floor with the statement that 
there was some other time when the 
matter at hand was to be considered. 
Look at what has happened to the sub­
committee and the recommendations of 
the subcommittee of the Senator from 
Michigan. It worked for many long 
months on the question of taxation of 
exempt interest. What has ever hap­
pened to that committee? I have been 
assured again and again that there would 
be a general revision of the income tax 
laws, that we were going to revise our 

revenue structure, and I have always 
urged and welcomed it; but it has never 
happened. It is still a structure that 
grew like Topsy; and the higher the rates 
and the more crushing the burden, the 
more important and vital the inequities 
become to the people. ./ 

Mr. President, I respect every member 
of the Finance Committee. I respect the 
sincerity of its members; I respect their 
honesty of conviction. I respect their 
patriotism. But, with all due respect to 
that committee, Mr. President, it is the 
Senate of the United States which must 
decide these issues, not the committee 
alone. If the time ever comes wh.en the 
committees of Congress are to absorb all 
responsibility and to make pleas upon 
the floor of the Senate that the Senate 
should follow them because they have 
worked hard, then, I say, we might as 
well do away with Senate consideration 
of measures, and report them here from 
committees, and pass them as a pro 
forma matter. 

Mr. BROWN. Mr. President, will the 
Senator yield? 

Mr. LA FOLLETTE. I yield. 
Mr. BROWN. I am sure that the 

Senator meant to compliment the sub­
committee of ·which the Senator from 
Michigan is a member. 

Mr. LA FOLLETTE. I was citing it 
as an example of a subcommittee which 
had worked hard, but which, to my cer­
tain knowledge, has been promised on no 
less than three separate ·occasions when 
we refrained from urging the proposition 
here on the floor of the Senate that it 
would be taken care of in the next tax 
bill; but it never has been. 

Mr. BROWN. I disagree with the 
Senator as to that. We had three major 
propositions. One was the taxation of 
public salaries, State and Federal. The 
second was the taxation of income of 
Federal judges. The third was the taxa­
tion of outstanding municipal bonds. 
Two of those propositions have been 
written into law, and I am very happy 
to say that the third proposition-not to 
the satisfaction of the Senator from Wis­
consin or to the satisfaction of the Sen­
ator from Michigan-was finally ap­
proved by the Senate Finance Commit­
tee; and it is my sincere hope that the 
Senate will agree to and that the House 
will concur in the amendment which the 
Finance Committee adopted-that is, 
that we shall tax an future issues of 
municipal bonds. 

Mr. LA FOLLETTE. Mr. President, I 
still say that the Senator from Michigan 
and his subcommittee are Exhibit No. 1 
of the device of avoiding an issue by say­
ing that we shall have a committee which 
will take care of the situation i"' the near 
future. 

It would do no harm, let me say to the 
Senate, to let my amendment go into the 
law; for with it in the law there would 
be all the more inducement for the com­
mittee to conclude its deliberations and 
to make its report. 

In addition, Mr. President, let me saY 
that, so far as my post-war credit 
amendment is concerned, it cannot be 
enacted too soon, when we consider how 
long the pending measure has been under 
discussion in the House and in the .Sen-
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ate. The House started last March; and 
here it is the 7th day of October, and the 
bill has not yet been passed by the Sen-
ate. · 

We are now in such a fiscal situation 
that, in my opinion, we cannot afford 
further delay. Delay simply invites 
trouble. 

In conclusion, Mr. President, I may say 
that in deciding on this issue Members 
of the Senate will have to determine 
whether they believe in establishing a 
post-war credit of more mbstantial pro­
portions while at the same time requiring 
corporations to furnish a larger share of 
the increased burden of the pending bill. 
In my judgment, that is what it boils 
down to, coupled, I may emphasize, with 
a proposal which would grant to the 

· smaller corporations twice as much relief 
against the excess-profits tax as the 
Senate committee recommends. Accord­
ing to the estimates furnished me, this 
would mean that an additional 8,300 
corporations would receive the benefit of 
a specific exemption against the excess­
profits credit. 

Mr. TAFT. Mr. President, I have the 
greatest respect for the opinion of the 
Senator from Wisconsin and share his 
feeling as to the general burden of taxa­
tion. I do not think that the Senate 
Committee on Flnance is a conservative 
committee in any sense, except in its de­
sire to keep the country going and pro­
vide the very best possible economic 
background for the success of our efforts 
in the present war; and that is the pur­
pose of the rate which has been agreed 
upon. 

There are many things in the bill with 
which I do not agree, and yet it seems 
to me the general question of the burden 
of corporate taxation has been settled 
in a reasonable and fair way. The Sen­
ator proposes, in effect, to increase on 
corporations the tax of 40 percent on 
normal earnings, which the Senate com­
mittee recommends, to a net 45 percent, 
as I understand, or to a gross 50 percent, 
of which 5 percent would be returned to 
the corporation after the war. I myself 
am not very much in favor of the post­
war credit idea; but the question as to 
whether it should be 50 percent with 5 
percent returned to the corporation, or 
45 percent is, perhaps, not so very im­
portant. The question is, Shall the rate 
be more than 40 percent on normal earn­
ings? 

As I understand, what we do with a 
corporation is to take all its earnings and 
divide them into two classes. We say 
that this much is normal earnings; we 
determine what the normal earnings are 
and say that all earnings over that 
amount are excess earnings. We then 
apply the 40-percent rate to the normal 
earnings, and we apply the 90-percent 
rate, with a kick-back, to the excess 
earnings. That means that after we 
have determined what a corporation was 
earning in normal times, we go to them 
and say, "We will take 40 percent of that 
away from you in the form of taxation." 
If formerly, as in the case of public util­
ities, we were allowing them a 6-percent 
return as a perfectly normal controlled 
1·eturn, after we apply this tax, they will 
get only 4 percent instead of 6 percent, 

which they would have normally re­
ceived, assuming that there are no ex­
cess earnings of any kind. 

The Joint Committee on Taxation 
from the beginning has maintained that 
the corporate tax rate should not be 
over 40 percent. The Treasury has 
maintained that it should be 55 percent. 
After considerable discussion, the House 
fixed it at 45 percent, and the Senate 
committee decided that, considering the 
whole picture, 40 percent was fair. 

We have a problem of financing the 
war. Assuming this year we are going to 
spend $77,000,000,000 out of a national in­
come of $120,000,000,000, it is fairly clear · 
that we cannot possibly pay the whole 
$77,000,000,000 by taxation without im­
poverishing the Nation. There is a point 
beyond which taxation cannot go. The 
plan suggested by the Secretary of the 
Treasury yesterday, proposing to take 
$30,000,000,000 in taxes, means that he 
will have to borrow $45,000,000,000. This 
bill involves increasing the yield from 
taxation by seven or eight billion dollars. 
But the larger problem is, How are we 
going to borrow the forty-five or fifty 
billion dollars? 
· What we do here is not going to make 
that problem very much easier:; in fact, 
I cannot see that it makes very much 
difference whether we raise a billion dol­
lars more or a billion dollars less by tax­
ation, because it is only a small part of 
the total problem, and we have to de­
termine in taxing individuals and in tax­
ing corporations whether we are going to 
impose such a burden that more harm 
will be done than if we raise the money 
by borrowing. It is a question of de­
gree; there is r.o great question of prin­
ciple involved in the question whether 
we shall tax corporations $8,000,000,000 
or $9,000,000,000. It is a question of de­
gree, I admit; no one can be sure that he 
is right; and yet I feel confident that we 
would be endangering production and 
endangering the safety of the Nation if 
the burden were made too great. 

However, whatever the proper degree 
may be, recurring for a moment to the 
bond question, I say that is more impor­
tant even than the question of taxation. 
I wish to call attention to the fact that 
it is a problem entirely within the juris­
diction of the Treasury and one on 
which, up to date, they have practically 
failed to carry out an effective policy. 

I should like to refer to a few figures. 
In 1918 we financed the entire war 
through taxes and through bonds sold to 
the people, except for about $3,000,000,-
000 and again in 1919 except for about 
$3,000,000,000. In other words, we 
avoided serious currency inflation be­
cause we succeeded in having the people 
put their savings into the necessary 
bonds; and the only gap, the only 
amount that the commercial banks were 
called upon to pay, was about $3,000,000,-
000 in each of those 2 years. 

Today, in 1942, we are calling upon the 
commercial banks to buy six and a half 
billion dollars of bonds, and in 1943, ac­
cording to every plan the Secretary of 
the Treasury has proposed, he is going to 
call on the commercial banks to buy 
$25,000,000,000 of bonds. In other words, 
the effort to find money in a way which 

will avoid inflation, the effort to get peo­
ple to put their savings which they cart­
not put into goods into bonds, has almost 
completely broken down. 

The most important thing we have be­
fore us is the compulsory savings plan to 
try to get inoney for bonds, but, in addi­
tion to that, it seems to me that even be­
fore we go to that the problem of raising 
money by voluntary contributions should 
be pressed to a far greater extent than 
the Secretary of the Treasury has pressed 
it. 

Mr. DOWNEY. Mr. President--
Mr. TAFT. I yield to the Senator from 

California. 
Mr. DOWNEY. The distinguished Sen­

ator from Ohio has just criticized the re­
sult of the Treasury bond-~elling cam­
paign in this war as compared to the last 
one, and in support of his criticism he 
has shown the greater amount of borrqw­
ings from commercial banks which will 
be necessary under this program than 
during the last war. Does not the Sen­
ator think that a better measure as to 
the respective merits of the bond-selling 
programs of the two periods would be the 
amount of bonds sold by the Treasury in 
the last war and the a;mount of bonds 
sold by the Treasury at this time? I 
think, if the Senator makes such a com­
parison, he will see that we have sold 
bonds just as well or better at this period 
than we sold them the other period. 

Mr. TAFT. I will give the Senator 
the comparison. In the year 1918 we 
sold otherwise than to commercial banks 
$4,000,000,000 in bonds, and in the year 
1919 we sold $19,000,000,00J in bonds, 
whereas in the year 1941 we sold only 
$4,400,000,000 in bonds outside the banks, 
and in the year 1942 we have only sold 
$15,000,000,000 in bonds outside the com­
mercial banks, or $3,000,000,000 less than 
we sold in 1919, when the national in­
come was just half what it was in the 
year 1941. 

So I think I have answered the Sen­
ator's question. We have succeeded in 
selling a good many more bonds to the 
banks than we did at that time, because, 
of course we made the banks take them. 

Mr. BROWN. Mr. President-
Mr. TAFT. I yield to the Senator from 

Michigan. 
Mr. BROWN. I do not think the Sen­

ator's figures correctly picture the situa­
tion, unless he gives the tax figures in 
conjunction with them. Taxes in 1919 
were not nearly so high as they were in 
1941. 

Mr. TAFT. The Senator is correct, 
but they were almost as high as in 1941, 
for ~n 1919 there were eight and a half 
billion dollars net receipts and in 1941 
$9,300,000,000, whereas in 1942 they will 
be twelve and a half billion dollars, and 
we expect to raise $20,00C,OOO,OOO or more 
in 1943; but the non banking purchases 
of Government securities now estimated 
for the year 1943 are only $19,000,000,000 
as compared to $19,000,000,000 in 1919. 

It is fairly obvious that if we want to 
get all the extra money which is avail­
able because of governmental expendi­
tures, we will have to induce the people 
to put their money into bonds, and I 
believe that if we inaugurate a campaign 
somewhat similar to those inaugurated 
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during the last ·world War, we can sell 
twice as many bonds as we are selling 
under the present plan. 

I merely wish to make the point that 
the bond end of the present financing 
is even more important than the taxing 
end, and that even under the plan of the 
Secretary of the Treasury we cannot pos­
sibly raise more than about 40 percent 
of the money from taxes. Whether we 
raise 40 percent or 38 percent is insignifi­
cant, in my mind, in comparison with the 
question whether we are imposing a fair 
burden, and one which will not seriously 
derange corporation life, the machinery 
of business, and the individual standards 
of living in this country. 

I might say that the bank holdings of 
Government bonds, which means bonds 
which have not been sold to the people­
the market where they should be sold­
inc.eased $900,000,000 in the first 3 
weeks in September. They have in­
creased $5,000,000,000 since April. That 
$5,000,000,000 is the creation of purchas­
ing power out of thin air. We take it 
from the banks and they create that 
much in the way of deposits on the 
books, and those deposits are passed on 
to people and are available to them for 
spending. 

The difficulty from taxing too heavily 
is obvious. It destroys incentive. It is 
all very well to say that people should be 
patriotic. The fact is that if they are 
to lose money on a farming operation, 
or a business operation, or any other op­
eration, if they are to involve themselves 
in debt which may wreck their economy, 
they naturally do not go on. They know 
they could not go on very long, anyway, 
before they would find the bankruptcy 
court. Too great taxation may wreck 
the country, and may wreck the entire 
success of the war. 

Now I wish to refer to the question of 
corporations. 

Mr. BROWN. Mr. President, before 
the Senator leaves the question of pur­
chases by banks, I recall that he and I 
discussed this question on the floor of the 
Senate on a previous occasion, but I think 
the RECORD should show that so-called 
commercial banks, such as the banks 
chartered by the Federal Government, 
the national banks, are pretty largely 
savings banks as well as commercial 
banks. My own judgment is that in the 
State of Michigan, particularly outside 
the great cities, approximately mlf the 
liabilities of national banks are in the 
form of savings accounts, and, insofar as 
the purchases referred to are made out 
of savings accounts, they are not infla­
tionary. Insofar as they are made out 
of commercial ac~ounts, I agree that 
they are. I am in general agreement 
with the proposition which the Senator 
from Ohio la'Ys down, but I want the 
RECORD to show that a considerable 
amount of the deposits in so-called com­
mercial banks are savings deposits, and 
insofar as bonds are purchased out of 
savings, such ·purchases are not infla­
tionary. 

Mr. TAFT. Mr. President, I question 
the Senator's conclusion. I have not the 
figures at hand to answer his statement, 
but I know the figures I gave do not in­
clude the purchases of savings banks. 

As to the savings departments of com­
mercial banks, I think the figure would be 
very small. The increase in those sav­
ings deposits might not be over one or 
two billion dollars in a year, and we are 
asking banl{s to take $25,000,000,000 of 
bonds this year. So, while the suggestion 
of the Senator may be partially based on 
facts, certainly it affects a very small 
percentage of the :figures I havB given. 

I should like to review for a moment 
the over-all picture of what we have 
done. I do not guarantee these figures, 
but they will give roughly an idea of 
where we are coming out. 

My figures show that we will raise about 
$23,000,000,000 in taxes a year when we 
get through with the program. Of that 
amount, under the Senate committee bill, 
we will raise approximately $!3,000,000 ,000 
from corporations and will raise approxi­
mately $10,000,000,000 from individual 
incomes. We will raise about $524,000,000 
from estate and ·gift taxes, about $2,400,-
000,000 from liquor and tobacco taxes, 
$447,000,000 from automobile and gaso­
line taxes, and about $775,000,000 from 
other sales taxes. 

Out of the total corporation income, 
estimated for this year at approximately· 
$17,000,000,000, we are taking in taxes 
nine billion, or somewhat more than half 
the total corporation net income. Of the 
total of $95,000,000,000 of individual net 
income, we are taking about $10,000,-
000,000. It is not quite a fair compari­
son, because of course the corporation 
figure is a net figure, and the individual 
net income figure is after certain deduc­
tions, but not after the deduction of living 
expenses. Nevertheless, the comparative 
burden on the corporations is very great. 

Furthermore, all the corporations are 
owned by individuals who receive the 
benefit of corporation earnings through 
the distribution of dividends. In addi­
tion to taxing the corporation earnings 
when they are received, we also tax them 
when they are distributed to individuals. 

Mr. VANDENBERG. Mr. President, 
will the Senator yield? 

Mr. TAFT. I yield. 
Mr. VANDENBERG. I do not think 

the Senator can overemphasize the point 
he is now making, because we will never 
get $10,000,000,000 from individual tax­
payers by means of the pending tax bill 
if we rob the corporations of the country 
of their chance to maintain a normal 
dividend policy. That is my great fear 
in attempting to go further than we have 
gone in the Senate committee bill. I 
remember that in a hearing before the 
committee we were told at one time that 
155 of the leading manufacturing corpo­
rations of the country would find 73 per­
cent of their net income absorbed by the 
House rate. When we speak of 155 cor­
porations, the reference has no particu­
lar impact on the public conscience, be­
cause "155 corporations" sounds like 155 · 
abstract units with which we can do what 
we please and it does not make much 
difference. But I took the trouble to ask 
at the source of that information what 
those 155 corporations represented by 
way of stock ownership, and I discovered 
that in dealing with the 155 leading cor­
porations we are dealing with 2,408,000 
stockholders, and that 47 percent of the 

dividends of those 155 leading corpora­
tions goes to people with incomes under 
$5,000 a year. 

The Senator is therefore completely 
justified when he suggests that when we 
are discussing corporate taxes we are 
really discussing the very bone and sinew 
of the subsistence of millions and millions 
of people of the country who can go 
nowhere else for their existence. 

Mr. TAFT. The Senator has made the 
point I was discussing better than I could 
make it. 

Corporate taxation is double taxation. 
We once gave a credit to individuals who 
received dividends because they had al­
ready paid a tax on them, and then we 
took it away. So today no credit is 
allowed, and there is clearly double tax­
ation. If we impose upon corporations 
so heavy a tax that we force them to 
reduce their dividends, as the tax now 
proposed would do, it will be placing a 
very heavy tax upon corporate stoc.}t­
holders. We may not care about the 
wealthy corporate stockholders, but there 
are many people who in old age derive 
their income from corporations in which 
they have invested their money, and 
which they have perhaps served through­
out their lives. Those people are likely 
to find, before they begin to pay their 
individual income tax, tr..at their divi­
dends have been cut in half, before the 
individual tax rates are applied. So, un­
less we eliminate some part of this double 
taxation, it seems to me that to take even 
as much as 40 percent makes the total 
tax extremely unfair to those who have 
invested in common stocks as against 
those who have invested in bonds, real 
estate, or property of any other kind. 

Mr. VANDENBERG. Vlill the Senator 
yield again? 

Mr. TAFT. I yield. 
Mr. VANDENBERG. Further, in line 

with what the Senator and I have been 
discussing about how the impact of cor­
poration taxes, as affecting dividends, 
goes down into the very lowest income 
group brackets of the country, and into 
the mass rank and file of the land, I call 
attention to the following interesting sta­
tistics: Eighty percent of General Motors 
396,000 stockholders own less than 50 
shares apiece. Seventy-five percent of 
750,000 stockholders ~n the American 
Telephone & Telegraph Co. own less than 
25 shares apiece. We are dealing with 
the mass of our people when we are deal­
ing with the ownership of corporations. 

Mr. TAFT. I think it should be said 
that wages have not been decreased In 
fact, the Government has, if anything, 
pursued the policy of increasing wages. 
Certainly the total amount of wages has 
greatly increased. Farm income has 
greatly !ncreased. There seems to be no 
particular reason why we should decrease 
dividends on normal profits, and this is 
merely a question of normal profits. So 
far as excess profits are concerned, we 
take 90 percent of them. But the nor­
mal profits have been made in time of 
peace, and I can see no more reason for 
reducing the dividenn of those who have 
saved their money and put it into that 
form of investment, than for reducing 
wages or prices. The situation of peo­
ple receiving wages, of farmers receiving 
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prices, as well as of individuals receiving 
dividends, should be dealt with by an in­
come tax on their individual incomes, and 
those incomes should be reduced as much 
as we think can be done in an equitable 
way, but there seems to be no reason for 
discriminating against the people who 
happen to be living, in old age or other­
wise, on dividends received from invest­
ments which they may have made. 
. Mr. HOLMAN. Mr. President, will the 
Senator yield? 

Mr. TAFT. I yield. 
Mr. HOLMAN. I should like to know 

how 40 percent was determined as the 
dividing line. Does that represent the 
highest tax which in the judgment of the 
committee could be imposed at this time 
and still permit the corporations to con­
tinue in business? 

Mr. TAFT. That is approximately the 
division. No one can say absolutely that 
there is one point beyond which corpora­
tions cannot continue in business. This 
is as far as we thought we could go. Last 
year it was 31 percent. We raised it then 
from 24 to 31 percent. Now we are rais­
ing it to 40 percent. Personally I think 
that is too high. After all, this is a tax 
on a business machine. That machine 
must continue to operate. The impor­
tant thing is to keep the machine in op­
eration, to keep it going, to encourage it 
to go on, to encourage it to produce the 
things which are necessary for war. 

As a matter of fact, it is not a question 
of individual earnings. If, as the Sena­
tor from Georgia [Mr. GEORGE] said yes­
terday, we could attribute to individuals 
the earnings made by corporations, and 
tax only individual earnings, whether 
they are distributed or not, that would be 
a much more logical system of taxation 
than we now have. We find it conven­
ient, however, to take money from the 
business machine. It is easier to get it 
as it goes by. It serves the purpose of 
preventing excess profits, and so we get 
it there. But we certainly do not want to 
impose a tax at a rate which will dis­
courage the operation of that machine, 
because in the end the question is not 
one of corporate burden; the question is 
one of what is the burden on individuals. 

Mr. GEORGE. Mr. President, will the 
Senator yield to me at that point? 

Mr. TAFT. I yield to the Senator from 
Georgia. 

Mr. GEORGE. I think the Senator 
from Ohio is quite right in discussing the 
question from the only point of view from 
which one can approach the QUestion 
properly. I pointed out yesterday in my 
brief statement that even in the lowest 
brackets the normal and surtax rates on 
individuals are now 19 percent, plus 5 
percent victory tax, making 24 percent, 
and to add 40 percent to that makes a 
tax of 64 percent upon every dollar of 
dividend income the taxpayer receives. 
To increase it to 50 percent would in­
crease the actual rate on the individual 
in the lowest brackets who received a 
single dollar of dividend income, to 74 
percent. To my mind that is the decisive 
thing which should be kept in considera­
tion in addition to the other matters 
which the Senator from Ohio has ably 
brought to the attention of the Senate. 
The figures I gave apply only :n the low-

est brackets. There are, by and large, 
several million persons in the United 
States who receive a great part of their 
actual income from dividends on the 
stock of various kinds of corporations. 

Mr. TAFT. Mr. President, I might say 
that the total of dividends paid in the 
United States is not a·tremendous factor. 
It was $4,000,000,000 in 1940 out of a na­
tional income of approximately $80,000,-
000,000. It was estimated to be about 
$5,000,000,000 in 1941. The Treasury es­
timates that it will be $4,700,000,000 in 
1942 under this bill. Personally I think 
it will be much less in 1943 for the reason 
that the tremendous activity which is 
going on in connection with the war re­
quires corporations to keep a large 
amount of the money with which to make 
improvements, to extend their plants, to 
pay their debts, and to do a great many 
things which are not necessary in times 
of normal activity. 

Mr. BARKLEY. Mr. President, will 
the Senator yield at that point? 

Mr. TAFT. I yield. 
Mr. BARKLEY. I think it is true that 

of the total amount of dividends paid in 
1940 and 1941 and of those which are es­
timated to be paid this year, 29 percent 
is received by persons· whose annual in­
come is less than $5,000. 

Mr. TAFT. I am glad to have the Sen­
ator's statement of the exact figures on 
that question. 

Mr. BROWN. Mr. President, will the 
Senator yield? 

Mr. TAFT. I yield. 
Mr. BROWN. I should like to put in 

the RECORD the figure which the Senator 
from Ohio and I were disputing some 
time ago as to the amount of so-called 
commercial deposits in all banks of the 
United States, including Natioual, State, 
Federal Reserve, and private banks, and 
the total amount of so-called savings de­
posits. I have in my hand the report for 
the year ending October 31, 1941, the last 
available report of the Comptroller. The 
so-called commercial deposits are $50,-
602,000,000. The total amount of time 
deposits is $27,000,000,000. In other 
words, the time deposits in all banks in 
the United States are somewhat over 33 
percent of the total. 

Mr. President, I think that very well 
bears out my contention that the Sen­
ator should deduct the bond purchases 
which are made out of savings deposits 
by commercial banks and other banks. 

Mr. TAFT. Mr. President, I still 
maintain that a very small proportion 
of the additional $30,000,000,000 of 
bonds which is going to be sold to banks 
next year will come out of those savings. 
I shall be glad to make a more complete 
study of the question and submit the 
figures tomorrow when I have had the 
opportunity to examine the figures sub­
mitted by the Senator from Michigan. 
I think the amount of bonds sold for 
commercial account is very much greater 
than two-thirds of the total amount of 
bonds sold to the banks. 

Mr. President, the general answer 
made by the Treasury to the fears ex­
pressed by those who think the corpora­
tions will be hampered, is that they are 
going to make so much more money this 
year that they will have more money left 

after this tax than ttey have today. 
That is not quite true, but roughly speak~ 
ing, I personally would be in favor of a 
much lower tax than 40 percent, except 
for the fact that there is much greater 
activity, and undoubtedly there is much 
greater income. Roughly speaking, in 
1940 the corporations' income, before 
taxes, was $9,000,000,000, and they paid 
two and a half billion dollars in taxes. 
So they had six and one-half billion dol­
lars left in 1940, out of which they paid 
$4,000,000,000 in dividends. 

In 1941 their income, before taxes, was 
closer to $15,000,000,000, and they paid 
taxes of $6,600,000,000, leaving about 
$8,400,000,000 after taxes, of which they 
paid $5,000,000,000 in dividends. 

For 1942 there are a number of esti­
mates, but, roughly speaking, it is esti­
mated that corporation profits are go­
ing to be about $17,000,0.00,000, and that 
the tax will be $9,700,000,000, leaving 
a total income of about $7,300,000,000 
under our bill. Under the House bill 
only about $6,300,000,000 would remain 
out of $17,000,000,000 of income. Under 
the Senate bill there will be a billion 
dollars less than there was in 1941, but 
more than there was in 1940, and prob­
ably more than there was in any other 
year in recent times. I think it will be 
enough. 

But we must remember that in a busi­
ness activity which is two or three times 
greater than it was in 1940 and 1939, the 
corporations reqUire much more money. 
It is a practical impossibility today to sell 
bonds or stocks. If a corporation wishes 
to expand its plant it must take money 
out of earnings, and it must have the 
earnings. If a corporation borrows 
money to expand its plant, and has to 
pay its debts, it must get the money from 
earnings. While possibly we can reduce 
the net income of corporations from $8,-
400,000,000, which it was in 1941, to 
$7,300,000,000 without creating dimculty, 
I think that is as far as we ought to go. 
If we go below that figure I think we will 
not leave enough to keep the machine 
oiled and greased. 

Mr. President, we have to remember 
that war profits are distributed most un­
equally. Some people make much money. 
A great many corporations are not mak­
ing any money at all or are losing money. 
We cannot simply take an average and 
say, "This is the average, and so we 
ought to get that average." If we could 
do that with individuals It would be nice. 
"Out of an income of $95,000,000,000 
everyone ought to cut his income one­
third, and so we will simply take $30,000,-
000,000 from that total.'' That is a nice 
theory, but when we come to do it we 
will find that it is all right with respect 
to Mr. A, but it imposes an unendurable 
hardship on Mr. B; it forces him into pov­
erty, whereas before he was in fairly rea­
sonable condition of living. We simply 
cannot take averages. So if we step in 
and take on the average over 50 percent 
of the net income of corporations, and if 
we take $9,000,000,000 out of $17,000,000,-
000, some corporations may have· plenty 
left, but there will be a great many that 
will not have enough left. 

I think it is a question of judgment. 
I do not know how far we ought to go. 
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but I say that the taking of an additional 
$1,000,000,000 out of a total estimate of 
$17,000,000,000 of income is not justified 
in view of the fact that it will endanger 
the entire operation of our business sys­
tem, and I believe the tax ought to stay 
at 40 percent. The committee has 
reached that judgment after hearing wit­
nesses from all over the country and after 
hearing from the Treasury, and I believe 
the committee's decision ought to stand. 

The PRESIDING OFFICER <Mr. TY­
DINGS in the chair) . The question is on 
the amendment offered by the Senator 
from Wisconsin [Mr. LA FOLLETTE]. 

Mr. BYRIJ. Mr. President, I wish to 
state very briefly my reasons for oppos­
ing the amendment offered by the Sena­
tor from Wisconsin. The existing tax 
on corporations, normal and surtax, is 31 
percent. The amendment proposed by 
the Senator from Wisconsin would in­
crease this tax to 50 percent. That would 
be an increase of 66 percent in the tax. 

The bill as reported by the Senate 
Finance Committee increases the excess­
profits tax to about 90 percent from a 
graduated tax of 35 percent on the first 
$20,000 to 60 percent on profits over 
$500,000-which is an average excess­
profits tax of about 50 percent. This is 
nearly double. In addition, the bill as 
reported by the Senate Finance Commit­
tee would change the excess-profits 
credits so that corporations with larger 
investments would receive less excess­
profits credits than they have heretofore 
received. 

I believe that we should give consider­
ation to the fact that when we unduly 
and excessively increase the taxes on cor­
porations we prevent them from paying 
dividends, and thereby reduce the tax­
able income of individual taxpayers. If 
the amendment of the Senator from Wis­
consin were adopted, the average tax­
ation of the average corporation would 
be 56 percent. In other words, taking all 
the net income of the corporations of 
the country, 56 percent would be con­
sumed by taxation. 

We must remember, Mr. President, that 
a corporation may make a substantial 
profit and not have a cash profit. The 
profit may be in inventories. It may be 
used for necessary plant expansion, and 
other matters of that kind, or for debt 
payment. So if by excessive taxation we 
prevent a corporation from building up 
its inventory or paying its debt obliga­
tions, or improving its plant facilities, 
we eventually destroy it. Members of the 
Finance Committee will remember that 
time after time during the long hearings 
which were held officials of corporations 
came before the committee and stated 
thg.,t if the House bill were adopted many 
corporations could not pay the obliga­
tions which they have legally incurred 
for debts, expansion, or for other pur­
poses. Let us recall that the House bill 
is 5 percent less in the normal and 
surtax combined rate than the amend­
ment proposed by the Senator from Wis­
consin. 

Dividends received by individual tax­
payers from corporations are not exempt, 
even from the normal tax. That exemp­
tion was removed some time ago. There­
fore, if the amendment of the Senator 

from Wisconsin were adopted it would 
prevent many corporations from paying 
their normal dividends, and loss would 
occur by reason of the fact that the divi­
dends in the hands of individuals would 
be reduced and therefore not taxed. 
Worse than that, many corporations 
would be forced out of business. 

The corporate structure of the business 
of this country is the foundation-stone 
upon which the private business enter­
prise system is established. Destroy the 
corporations of the country and you 
destroy the business enterprise system of 
America. I am not thinking, as some of 
my colleagues appear to think, that a 
corporation is one great single entity. A 
corporation is composed of thousands of 
stockholders. As I recall, the American 
Telephone & Telegraph Co. has 600,000 
stockholders. Six hundred thousand 
persons own the American Telephone & 
Telegraph Co., with a very small average 
ownership. We are not puniShing an 
abstract corporation when we place ex­
cessive and burdensom taxation, larger 
than they can bear, upon the corpora­
tions of this country. We are punishing 
the average individual American citizen 
who owns stock in those corporations; 
and a great proportion of our citizens do 
own ::;tock in various corporations. 

There are about 500,000 corporations 
in America, and we have no way to ascer­
tain the exact effect upon each individ­
ual corporation of the excessive taxa­
tion which it is now proposed to place 
upon them. Some wealthy corporations 
which are in good financial condition and 
out of debt, and which have a large in­
vested capital, can perhaps pay excessive 
taxation and still survive; but the smaller 
corporations, corporations which are in 
debt, and which are forced to make sub­
stantial yearly, or perhaps monthly, pay­
ments in accordance with their debt obli­
gations, cannot survive if the taxation is 
made too excessive. 

I believe that nothing would be lost 
and much would be gained by so arrang­
ing the corporate tax rates that the 
average corporation-and I speak of the 
smaller corporations, those which have 
debts and which have not access to the 
markets for the sale of bonds to finance 
their enterprises-may meet its obliga­
tions. The war effort would be vastly 
promoted if the taxation on corporations 
were made moderate. The Treasury 
would lose little, if anything, because 
profits made by corporations may be de­
clared in the form of dividends, and 
those dividends in the hands of individ­
uals who own stock of the corporations 
would be taxed. 

If an individual in the higher brack­
ets receives a dividend from a corpora­
tion he must pay a much higher tax to 
the United States Government than 
would the corporation if the corporation 
itself in the first instance paid the tax. 
Under the terms of the bill the average 
American citizen who has · an income of 
$25,000 would be permitted to retain 
$15,000 of it. That is not so bad; but he 
would be permitted to retain only $6,000 
of the next $25,000 which he makes. Of 
the third $25,000 he would be permitted 
to retain only $5,000. Of the fourth 
$25,000 he would be permitted to retain 

only $4,ooo: Of the second $100,000 
which he makes he would be permitted 
to retain only $9,000. So an Ame:·ican 
citizen who makes an income of $100,000 
would be permitted to retain $30,000. 
From the second $100,000 he would pay 91 
percent to the Treasury of the United 
States. I am not objectin3' to that. I 
think that is necessary. 

The point I am trying to make is that 
if a man in the $100,000 bracket should 
receive a diVidend from a corporation he 
would pay a tax of 91 percent on that 
dividend. Thereby, as a general prin­
ciple, the Government would receive 
more revenue than if the dividend was 
not declared and taxed under the cor­
poration taxation, which, as I have 
stated, is an average of 56 percent as pro­
posed by the Senator from Wisconsin. 

Mr. President, I hope that the amend­
ment offered by the Senator from Wis­
consin will not prevail, because in my 
firm judgment, if it should prevail many 
of the smaller corporations of the coun­
try would be forced out of business. 

Mr. LA FOLLETTE. Mr. President, I 
ask unanimous consent to file my indi­
vidual views from the Committee on 
Finance concerning House bill 7378 <Pt. 
2 of Rept. No. 1631). 

The PRESIDING OFFICER. Without 
objection, it is so ordered and the views 
will be printed. 

Mr. LA FOLLETTE. I also ask unani­
mous consent to have printed in the 
RECORD at the conclusion of my remarks 
the table from which I have read in dis­
cussing this amendment. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

<See exhibit A.) 
Mr. LA FOLLE'ITE. Mr. President, I 

wish to say a few words before the vote 
is taken. 

This is not a question of punitive taxa­
tion. I venture to say that if this coun­
try were not in the dire fiscal situation 
which now confronts it no Senator would 
support the rates which are provided in 
the bill for individuals, corporations, and 
estates. The only reason we are driven 
to this situation is the astronomical 
character of the expenditures which we 
are forced to make. Therefore, each 
Senator must exercise his own judgment 
as to how far we can go in the taxation 
of all sources of revenue; for when we 
have gone as far as we dare go, we shall 
be far short of the absolutely essential 
revenue in order that the Government 
may carry on the war expenditures which 
have already been authorized and con-
tracted for. • 

Mr. President, I have no desire to hurt 
corporations. I realize their importance 
in our economy. No Senator is more 
anxious than I to preserve the free enter­
prise system. However, I say that if we 
fail in our duty to levy taxes, the free­
enterprise system will be doomed. We 
must have the courage to tax and tax and 
tax: for the only other alternative is to 
shove bonds down the throats of the 
Federal Reserve banks anc start the 
printing presses. When we do that, Mr. 
President, our corporate structure is 
gone; our democracy is gone; and every­
thing for which we are fighting is 
finished. 
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This is not an issue involving the ques­

tion whether we are for or against cor­
porations. AB I said before, I recognize 
their importance in our economy. How­
ever, at this time we must tax up to the 
point where our judgment says we may 
go, and no further. 

My proposal is less than the Treasury 
recommended. In effect, it is no more 
than the House of Representatives has 
proposed. Does anyone think that the 
able committee in the House or the ma­
jority in the House of Representatives 
is out to destroy the free enterprise sys­
tem by excessive taxation upon corpora­
tions? I say that anyone who takes such 
a position does not know the members 
of that committee or the Members of 
the House of Representatives. 

As I previously stated, this is a ques­
tion of judgment. The proposal which 
I have offered would in effect impose no 

greater tax upon corporations than would 
the proposal contained in the House bill. 
. Let it be said that in considering the 

total burden to be imposed upon corpo­
rations we have provided for repeal of 
the so-called capital-stock tax, that 
guessing game in which corporations 
have had to indulge. 

They would thereby be relieved of 
$290,000,000 of taxes. In consideration 
of that, Mr. President, I think that the 
corporations of the country would wel­
come an increase in their normal taxes 
and surtaxes. 

As a matter of fact, a poll taken by the 
Industrial Conference Board showed that 
corporations were willing to have their 
rates increased as much as 2% percent in 
order to get rid of the excess-profits cap­
ital-stock tax. 

It should also be borne in mind that the 
pending bill provides liberal relief provi-

ExamiT A 
CORPORATION TAXES 

sions. which I support because I think 
we must try to make the tax structure 
equitable. In section 722 the bill goes a 
long way in extending relief to corpora­
tions-relief which, I say, is justified, but 
which nevertheless will result in their 
paying Jess taxes than they otherwise 
would pay. · 

So, Mr. President, as I said before, it 
comes to a _question of judgment. In 
reaching the conclusion that the amend­
ment should be agreed to I have been 
motivated only by a desire to serve the 
best interests of our common govern­
ment in time of war, and I am not in­
dulging, as the Senator from Georgia 
suggested, in any political maneuver or 
any effort to adorn the bill with political 
ornaments. I think my record here for 
nearly 17 years denies any such charge 
better than I can do by any form of 
words. 

Estimated reve.nue effect, at levels of income estimated for calendar year 1942, of alternative proposals of Senator La Follette re­
vising corporation income and excess-profits taxes, compared with revenue effect of H. R. 7378 as reported by the Senate Finance 
Committee, Oct. 2, 1942, and as passed by the House of Representatives, July 20, 1942 

lin millions of dollars] 

Increase or decrease (-) over yield of present law Increase or decrease (-) Increase or decrease (-) 
1----------,.---------1 La Follette proposal La Follette proposal 

A over yield of- B over yield of- Increase La Follette proposal- H. R. 7378- or de­
l----,-----l·----.-----l-------r-----l----~-----1 crease(-) 

Al 

As reported As passed H. R. 7378 H. R. 7378 H. R. 7378 
by Senate by House as reported as passed as reported 
FCinoamn~e of Repre- bFym· Seannaeete b

0
yf RHeopurse~ bFy. Senate 

H. R. 7378 proE~~~l A 
as passed proposal B 
by House 
of Repre-
sentatives mittee sentatives Committee sentatives Co=[{ee 

Corporation taxes: 
Income and excess-profits taxe_s: 

893.2 994.4 Income tax ___ _______________ -------------------------- 45.1 383.4 848.1 509.8 949.3 611.0 -101.2 
Excess-profits tax ___ ---------------------------------- 2,095.0 1, 919.7 2, 116.4 2, 315.8 -21.4 -220.8 -196.7 -396.1 175.3 
Declared value excess-profits tax ______________________ -107. 5 -107.5 -107.5 -58.5 ------------ 49.0 ------------ 49.0 ------------

Total income and excess-profits taxes (gross) _________ 2,880. 7 2,806. 6 2, 054.0 2, 640.7 826.7 240.0 752.6 165.9 74.1 

Post-war credit: 
Debt retirement credit.------------------------------- -385.0 -385.0 -300.0 ------------ -85.0 -385.0 -85.0 -385.0 ------------
Net post-war refund __ :·---------------------~--------- -667.8 -660.4 -271.5 ------------ -396.3 -667.8 -388.9 -660.4 -7.4 

Total post-war crediL.----------------------------- -1,052.8 -1,045.4 -571.5 ------------ -481.3 -1,052.8 -473.9 -1,045.4 -7.4 

Total income and excess· profits taxes (net)_--------- 1, 827.9 1, 761.2 1, 482.5 2, 640.7 345.4 -812.8 278.7 - 879.5 66.7 
Capital stock tax ______ ------------------------------------ -200.0 -290.0 -290.0 -51.5 ------------ -238.5 --------- -- -238.5 

f>~~~~~:~~ri~t~?~ij~~~8ineome_t_aia::::::::::::::::::: 1, 537.9 1, 471.2 1, 192.5 2,589. 2 345.4 -1,051.3 278.7 -1,118.0 66.7 
-476.0 -460.0 -350.0 -621.0 -126.0 145.0 -110.0 161.0 -16.0 

Net revenue effect_ ___________ ___________________ 1,061. 9. 1, 011.2 842.5 1, 968.2 219.4 -906.3 168.7 -957.0 50.7 

1 (A) Income and excess-profits tax base same as reported by Senate Finance Committee; (B) increase maximum surtax rate to 26 percent; (C) allow post-war credit equal to 
10 percent of total income and excess-profits taxes. 

2 (A) Allow specific credit of $10,000 for excess· profits tax; (B) increase maximum surtax rate to 26 percent; (C) allow post-war credit equal to 10 percent of total income and 
excess-profits taxes. 

a At rates and exemptions (including net Victory tax) as reported by Senate Finance Comnpttee. 

Treasury Department, Division of Research and Statistics, Oct. 6, 1942. 

Mr. LA FOLLETTE. I ask for the yeas 
and nays on my amendment. 

The yeas and nays were not ordered. 
Mr. LA FOLLETTE. Mr. President, I 

ask that I may be given the courtesy of 
a record vote. 

Mr. BARKLEY. Mr. President, I hope 
Senators will give the Senator from Wis­
consin a yea-and-nay vote on the 
amendment. 
· The yeas and nays were ordered. 

Mr. GEORGE. Mr. President, a par­
liamentary inquiry. 

The PRESIDING OFFICFR. The 
Senator will state it. 

Mr. GEORGE. Is the question on 
agreeing to the amendment of the Sena­
tor from Wisconsin? 

The PRESIDING OFFICER. The 
question is on the amendment of the 

LXXXVIII-497 

Senator from Wisconsin, and on that 
question the yeas and nays have been 
demanded and ordered. The clerk will 
call the roll. 

The legislative clerk proceeded to call 
the roll. 

Mr. THOMAS of Utah <when his name 
was called). I have a general pair with 
the senior Senator from New Hampshire 
[Mr. BRIDGES]. I transfer that pair to 
the senior Senator from Delaware [Mr. 
HuGHES] and will vote. I vote "nay." 

The roll call was concluded. 
Mr. BYRD. The senior Senator from 

Virginia :Mr. GLAss] is detained from 
the Chamber by illness. If present, he 
would vote "nay." 

Mr. HILL. I announce that the Sen­
ator from Delaware [Mr. HuGHES] is 

absent from the Senate because of ill­
ness. 

The Senator from Florida [Mr. 
ANDREWS], the Senator from Idaho [Mr. 
CLARK], the Senator from New York [Mr. 
MEAD], and the Senator from Washington 
[Mr. WALLGREN] are detained on official 
business. 

The Senator from Georgia [Mr. Rus­
SELL] is necessarily absent. 

Mr. McNARY. I announce that the 
Senator from Vermont [Mr. AusTIN] and 
the Senators from New Hampshire [Mr. 
BRIDGES and Mr. TOBEY] are necessarily 
absent. 

The Senator from Kansas [Mr. REED] 
and the Senator from Minnesota [Mr. 
SHIPSTEAD] are unavoidably detained. If 
the Senator from Minnesota [Mr. SHIP­
STEAD] were present, he would vote "yea." 
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The result was announced-yeas 9, 
nays 75, as follows: 

Bone 
Downey 
Hill 

Aiken 
Batley 
Ball 
Bankhead 
Barbour 
Barkley 
Bilbo 
Brewster 
Brooks 
Brown 
Bulow 
Bun,er 
Burton 
Butler 
Byrd 
Capper 
Caraway 
Chandler 
Chavez 
Clark, Mo. 
Connally 
Danaher 
Davis 
Doxey 
Ellender 

YEAS-9 
La Follette 
Langer 
Lee 

NAYS-75 

Pepper 
Smathers 
Wheeler 

George Nye 
Gerry O'Daniel 
Gillette O'Mahoney 
Green Overton 
Guffey Radcliffe 
Gurney Reynolds 
Hatch Rosier 
Hayden Schwartz 
Herring Smith 
Holman Spencer 
Johnson, Calif. Stewart 
Johnson, Colo. Taft 
Kilgore Thomas, Idaho 
Lodge Thomas, Okla. 
Lucas Thomas, Utah 
Mccarran Truman 
McFarland Tunnell 
McKellar Tydings 
McNary Vandenberg 
Maloney Van Nuys 
Maybank Wagnel' 
Millikin Walsh 
Murdock White 
Murray Wiley 
Norris Willis 

NOT VOTING-12 
Andrews Glass Russell 
Austin Hughes Shipstead 
Bridges Mead Tobey 
Clark, Idaho Reed Wallgren 

So Mr. LA FOLLETTE'S amendment was 
rejected. 

The PRESIDING OFFICER. The 
question recurs on the committee amend­
ment to be found on page 17, line 6, to 
strike out "32" and insert ''22." 

Mr. McCARRAN rose. 
The PRESIDING OFFICER. The Sen­

ator from Nevada is recognized. 
Mr. McCARRAN. Mr. President, while 

this motion is pending I do not care to 
be heard on it, but on another item that 
comes up I desire to be heard. 

The PRESIDING OFFICER. The 
question is on the committee amendment 
on page 17, line 6. 

Mr. LA FOLLETTE. I ask for the yeas 
and nays on the amendment. 

The yeas and nays were not ordered. 
Mr. LA FOLLETTE. I ask for a divi­

sion. 
On a division, the amendment was 

agreed to. 
The PRESIDING OFFICER. The 

question now recurs on the committee 
amendment to be found on page 17, lines 
9 and 10, to strike out "21" and insert 
"16." 

The amendment was agreed to. 
The PRESIDING OFFICER. The clerk 

will state the next committee amend­
ment. 

The CinEF CLERK. On page 31-­
Mr. GEORGE. Mr. President, the 

amendment is one that will occasion 
some debate, probably considerable de­
bate. I should like to have action with 
reference to one or two other amend­
ments which were carried over before we 
take up the one on page 31. 

The third amendment reserved or car­
ried over is on pages 84 and 85, according 
to my information, relating to interest on 
single-premium life insurance. The Sen­
ator from Michigan asked that that be 
carried over. 

Mr. VANDENBERG. Mr. President, 
the Senator is correct; I asked that it go 

over yesterday because it seemed to me 
that the amendment did not reflect the 
decision made by the Finance Commit­
tee. It is impossible, however, to work 
out a correction at the moment on the 
floor, and I am quite willing to have the 
matter surveyed in conference because 
I know the able Senator from Georgia 
entirely shares my view afiecting this 
matter. Am I correct? 

Mr. GEORGE. The Senator is cor­
rect. I have identically the same view. 
I have examined the amendment, and I 
find that the whole provision is in con­
ference, so that the conferees will be free 
to make any correction if there is any 
error in the text as approved. 

Mr. VANDENBERG. Under those cir­
cumstances, I have no further objection 
to action on the amendment. 

The PRESIDING OFFICER. The 
amendment will be stated. 

The CHIEF CLERK. On page 84, line 
18, after the word "semicolon", it is pro­
posed to strike out "and the word 'or' at 
the end of paragraph (5) ", and on page 
84, after line 20, to strike out: 

(6) Any amount paid or accrued on in­
debtedness incurred or continued to pur­
chase or carry a single premium or fully 
paid-up life insurance or endowment con­
tract; or 

And in lieu thereof to insert: 
(6) Any amount paid or accrued on in­

debtedness incurred or continued to pur­
chase a single premium life insurance or en­
dowment contract. For the purposes of this 
paragraph, if substantially all the premiums 
on a life insurance or endowment contract 
are paid within a period of 4 years from the 
date on which such contract is purchased, 
such contract shall be considered a single 
premium life insurance or endowment con­
tract; or. 

The PRESIDING OFFICER. The 
question is on agreeing to the amend­
ment. 

The amendment was agreed to. 
The PRESIDING OFFICER. The 

clerk will state the next amendment 
passed over. 

The CHIEF CLERK. On page 87, line 
20--

Mr. GEORGE. Mr. President, that 
amendment might occasion debate. I do 
not know who asked that it go over. 

The PRESIDING OFFICER. The 
Chair is informed that the Senator from 
Virginia [Mr. BYRD] asked that it go over. 
Does the Senator from Virginia desire to 
be heard on the amendment? 

Mr. BYRD. I ask that it go over. I 
am under the impression that it is a part 
of the amendment of the Senator from 
Wisconsin [Mr. LA FOLLETTE], is it not? 
I was told by the clerk of the committee, 
sitting next to me, when I was acting -in 
the temporary absence of the Senator 
from Georgia, that it was a part of the 
amendment of the Senator from Wiscon­
sin. 

Mr. LA FOLLETTE. Mr. President, I 
feel there is some confusion about it. I 
did not ask that the amendment go over. 

Mr. GEORGE. I thought if we might 
dispose of it before taking up another 
one, it would be. well. 

The PRESIDING OFFICER. The 
question is on the committee amendment 
on page 87, which will be stated. 

The CHIEF CLERK. On page 87, after 
line 20, it is proposed to insert: 

(b) Credit for dependents: Section 25 (b) 
(2) (A) (relating to credit for dependents) is 
amended by striking out "$400" and inserting 
in lieu thereof "$300." 

The amendment was agreed to. 
The PRESIDING OFFICER. The clerk 

will state the next amendment. 
Mr. GEORGE. Mr. President, I think 

we should recur to the second amend­
ment which went over which is the 
amendment on page 31 relating to the 
taxation of State and municipal secu­
rities. 

The PRESIDING OFFICER. The 
amendment will be stated. 

The CHIEF CLERK. At the top of page 
31 it is proposed to strike out: 
SEC. 111. Amendments to conform Internal 

Revenue Code with the Public Debt Act 
of 1941. 

(a) Postal savings certifl.ca tes: Section 22 
(b) (4) (relating to the exclusion of tax-free 
interest from gross income) is amended by 
inserting after the words "other than postal 
savings certificates of deposits" the follow­
ing: "to the extent they represent deposits 
made before March 1, 1941." 

(b) United States obligations: Section 25 
(a) (1) is amended to read as follows: 

"(1) Interest on United States obligations: 
The amount received as interest upon obliga­
tions of the United States, if such interest is 
included in gross income under section 22, 
and if, under the act authorizing the issue of 
such obligations, as amended and supple­
mented, such interest is exempt from normal 
tax." 

(c) The amendments made by this section 
shall be effective as of March 1, 1941. 

And insert: 
SEc. 112. Exemption of interest on public 

obligations. 
(a) Section 22 (b) (4) (relating to exclu­

sion from gross income of tax-free interest) 
is amended to read as follows: 

"(4) Tax-free interest: To the extent pro­
Vided in section 116 (b), interest upon obli­
gations issued by (A) the United States, or 
any agency or instrumentality thereof; or 
(B) a State, Territory, or possession of the 
United States, or ·any political subdivision 
thereof, or the District of Columbia, or any 
agency or instrumentality of any one or more 
of the foregoing. Every person owning any 
of the obligations enumerated in clause (A) 
or (B) shall, in the return required by this 
chapter, submit a statement showing the 
number and amount of such obligations 
owned by him and the income received there­
from, in such form and with such informa­
tion as the Commissioner may require.'' 

(b) (1) Sections 25 (a) (1) and (2) (re­
lating to credits of individual for normal tax) 
are amended to read as follows: 

"(1) Interest on United States obligations: 
The amount received as interest upon an 
obligation of the United States, if such inter­
est is included in gross income under section 
22 and if, under the act authorizing the issue 
of such obligation, as amended and supple­
mented, such interest is exempt from normal 
tax. 

"(2) Interest on obligations of agencies OP 

instrumentalities of the United States: The 
amount received as interest upon an obliga­
tion of an agency or instrumentality of the 
United States, if such interest is included in 
gross income under section 22 and if, under 
the act authorizing the issue of such obliga­
tion, as amended and supplemented, such 
interest is exempt from normal tax." 

(2) Section 26 (a) (relating to credit of 
corporations for interest on obligations of the 
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United States and its _instrumentalities) is 
amended to read as follows: 

"(a) Interest on obligations of the Un,ited 
States: The amount received. as interest upon 
obligations of the United States, or of any 
agency or instrumentality thereof, which is 
allowed to an individual as a credit for pur­
poses of normal tax by sectton 25 (a) ( 1) 
or (2) ." 

(3) The amendments made by this sub­
section shall be effective as of March 1, 1941. 

(c) Section 116 (relating to exclusions from 
gross income) is amended by inserting after 
subsection (a) a new subsection to read as 
follows: 

''(b) Tax-free interest.-
"(1) Interest upon obligations issued (A) 

before March 1, 1941, by the United States, 
or any agency or instrumentality thereof, to 
the extent it is wholly exempt from the taxes 
Imposed by this chapter under the acts au­
thorizing the issuance of such obligations, as 
amended and supplemented, including in-

. terest upon postal savings certificates of de­
posit made prior to M.arch 1, 1941; or (B) 
before January 1, 1943, by a State, Territory, 
or poE-Session of the United States or any 
political subdivision thereof, or the District 
of Columbia, or any agency or instrumen­
tality of any one or more of the foregoing: 
Provided, however, That this subsection shall 
not be conside.red to exempt from taxation 
interest includible in gross income for any 
taxable year beginning before January 1, 
1942, under the Internal Revenue Code, or 
any prior revenue act. 

"(2) For the purposes of this subsection: 
"(A) An obligation f'iha11 be considered to 

have been issued after a particular date, if 
any part of the payment therefor is received 
by the obligor after such date, or if delivery 
thereof is made by the obligor after such 
date. 

"(B) Obligations which merely replace lost, 
mutilated, defaced, or destroyed obligations, 
or obligations of larger or SI!laller denomina­
tions, and obligations in registered form or 
with coupons which merely replace obliga­
tions with coupons or in registered form, 
shall be treated as if they wel'e the obliga­
tions replaced. 

"(3) For the purposes of clause (B) of 
paragraph ( 1) of this sUbsection: 

"(A) If the terms of an obligation issued 
before January 1, 1943, the maturity of which 
on the date of enactment of the Revenue Act 
of 1942 (hereinafter called 'enactment date,) 
or the date of issue, whichever is later, is later 
than Dece1rber 31, 1942, are, after enactment 
date, changed so as to increase the principal 
amount or interest rate or to extend the 
maturity, then such obligation shall (as to 
interest accruing for any period after the 
date of the change or December 31, 1942, 
whichever is later) be considered as issued 
after such later date. 

"(B) In the ease of an obligation iEsued 
after the enactment date and before January 
1, 1943, such obligation shall (as to interest 
accruing for any period after December 31, 
1942) be considered as issued after December 
31, 1942, if any part of the proceeds of the 
Issue of which the obligation is a part, or If 
any obligation of the issue, is devoted to the 
retirement or refunding of an obligation the 
maturity of which on enactment date was 
later than June 30, 1943. For the purposes 
of this subparagraph, June 30, 1943. shall be 
considered the maturity, on enactment date, 
of an obligation the interest on which ceases 
to run before July 1, 1943; by reason of such 
obligation being called for redemption in ac­
cordance with the terms thereof as they 
existed on enactment date. 1 

"(4) For the purposes of clause (B) of 
paragraph (1) of this subsection, if an obli­
gation is issued after December 31, 1942 
(hereinafter called 'refunding obligation'), 
and if-

"(A) The Issue of which it ls a part (here­
Inafter called 'new issue') is issued for the 
purpose of refundng one or more obligations 
(hereinafter called 'refunded obligations'); 
and 

"(B) All refunded obligations have the 
same exemption expiration date, as defined 
in subparagraph (J); and 

"(C) No obligations, other than those of 
the new issue, have been issued for the pur­
pose of refunding any of the refunded obliga­
tions; and 

"(D) The aggregate principal amount of 
the new issue is not in excess of the aggre­
gate principal amount of the refunded obli­
gations; and 

"(E) Interest on each of the refunded obli­
gations ceases (by reason of such obligation 
being called for redemption in accordance 
with the terms thereof as they existed on 
enactment date, or the date of issue, which­
ever is later) to run upon a date not more 
than 7 months after the date upon which 
interes-': on the refunding obligation begins 
to run; and 

"(F) Interest on each of the refunded obli­
gations, for the period at the end of which it 
ceases to run by reason of such eall for re­
demption, is considered as interest on an 
obligation issued before January 1, 1943; and 

"(G) The refunding obligation, in its terms, 
states the exemption expiration date of, and 
identifies, the refunded obligations; and 

"(H) The interest rate on the refunding 
obligations for any period ending on or before 
the exemption expiration date of the re­
funded obligations is not higher than the 
interest rate which any of the refunded 
obligations had, or would (if such obligation 
had not been called for redemption) have 
had, for the corresponding period, 
Then the refunding obligation shall be con­
.sidered as issued before January 1, 1943, as to 
so much of the interest as accrues for any 
period ending before or on the e~emption 
expiration date of the refunded obligations, 
and shall be conSidered as issued after De­
cember 31, 1942, as to the remainder of such 
interest. For the purposes of this para­
graph-

" (I) Several obligations shall be considered 
as one issue, only if each is identical with all 
the others in maturity, interest rate, terms 
and conditions, and recitals, but the fact 
that the denominations differ, or that some· 
are registered and some in coupon form shall 
be disregarded. 

"(J) 'Exemption expiration date' means­
"(i) With respect to a refunded obligation 

issued .before January 1, 1943, the date of 
maturity which the obligation had on Decem-
ber 31, 1942; · 

"(ii) With respect to a refunded obligation 
issued after December 31, 1942, the date as of 
which interest thereon would (if the obliga­
tion had not tleen called for redemption) have 
ceased to be considered as interest on an 
obligation issued before January 1, 1943." 

Mr. McCARRAN. Mr. President, I 
call up an amendment which I have sent 
to the desk. I am inclined to believe 
that this matter will be quite promptly 
disposed of in view of a letter which I 
received from the chairman of the Com­
mittee on Finance. I ask that the 
amendment be read. 

The PRESIDING OFFICER. The 
amendment will be stated. 

The CHIEF CLERK. On page 34, line 9, 
it is proposed to strike out the period, 
insert a colon and the fol!owing~ "Pro­
vided further, That this subsection shall 
not apply to issues of bonds, debentures, 
securities or other obligations by.a State, 
or any political subdivision thereof, 
where such obligations are held by the 

State, or any duly constituted agency 
thereof operating solely within sueh 
State in the performance of its official 
duties, as security or investment." 

Mr. McCARRAN. Mr. President, I de­
sire to modify the amendment by adding 
after the word "agency", in line 6, the 
words "commission, or instrumentality." 

The PRESIDING OFFICER. The 
amendment is in control of the Senator 
from Nevada. He has a right to modify 
his amendment. 

Mr. McCARRAN. I so modify it. 
The VICE PRESIDENT. The question 

is on the amendment offered by the Sen­
ator from Nevada, as modified. 

Mr. GEORGE. Mr. President, I do not 
think the amendment is needed. Under 
the amendment included in the bill by 
the Senate Finance Committee I am sure 
that the interest on bonds held by a 
State in its treasury, such as described, 
the amendment woUld not be taxable. 
From that point of view, I fully agree 
that there is no objection to the amend­
ment. 

There .ts, however, a question in · my 
mind. By exempting certain securities 
held in a State treasury there might be 
an inference that other . securities which 
are likewise exempt or would be exempt 
if the Senate Finance Committee amend­
ment becomes the law would be subject 
to the tax. In other words, by excluding 
certain bonds and securities, there might 
be an inference that certain others 
which I do not think are subject to this 
tax if approved by the Congress finally, 
would be subject to it by excluding some 
without excluding all. 

It is rather difficult to exclude all It 
seems to me ~here might be an inference 
that some of the others might be subject 
to the tax. I have discussed the matter 
with the Senator from Ohio, who is in­
terested in it, and with some of the other 
Members of the Senate. Now the Sen­
ator from Nevada has broadened his 
amendment somewhat, and it may take 
care of the situation. 

Mr. McCARRAN. That was my view. 
Mr. GEORGE. Is that the Senator's 

purpose? 
Mr. McCARRAN. That is my purpose 

in broadening the amendment. 
Mr. TAFT. Mr. President, my diffi­

culty is that I do not think anybody 
maintains that we can possibly tax a 
State. I do not see why we should deny 
that we are tryiug to tax a State. The 
question in connection with municipal 
bonds is that you are taxing an indi­
vidual's income and the mere fact that it 
comes from the State should not exclude 
it from being considered as his income; 
but now nobody is maintaining that we 
should tax a State on bonds it holds 
'itself. 

My difficulty is that we have in Ohio 
a teachers' retirement fund and a work­
men's compensation fund. Whether they 
are covered by the exact words as origi­
nally written in the bill I do not know, 
but it is also true that we are not taxing 
municipal bonds in the hands of any 
charitable organization. It is not pro­
posed to tax municipal bonds in the 
hands of anyone who is exempt under 
the Internal Re~enue Code. If we are to 
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exclude States and their agencies, we 
should go on and list all the exempt in­
stitutions which are now exempt from 
the Federal income tax. 

It seems to me that by saying we are 
not taxing States and agencies of States 
it is implied that we are taxing somebody 
else who should not be subject to tax. 
I have had letter after letter from teach­
ers in Ohio with regard to the possibility 
of taxing the teachers' retirement fund. 
I do not know whether the teachers' re­
tirement fund is an agency of the State, 
or could be said to fall within the defini­
tion of the proposed act. I know it is not 
subject to tax under the Federal income­
tax law, ai:J.d that is all I want to know 
about it. I do not like to exclude some­
one and thereby imply that perhaps we 
are taxing others who should also be 
exempt. 

Mr. GEORGE. Mr. President, the in­
come tax applies only to incomes realized 
and enjoyed by persons, natural or arti­
ficial. A State is not a person in that 
sense at all, I may say to the Senator 
from Nevada, and therefore the amend­
ment proceeds on the assumption, by 
inference, at least, that a State may be 
subject to a tax. · A State is not subject 
to a tax and cannot be subject to a tax. 
I think it would be better not to press 
the amendment, because it certainly is 
unnecessary in the bill before us and 
might, for that reason, perhaps, with re­
spect to some securities issued by some 
political subdivision of a State, raise an 
implication that they are subject to tax­
ation. 

Mr. McCARRAN. Mr. President, the 
colloquy which has taken place is exactly 
what I sought to bring about in order to 
secure clarification. In other words, I 
sought to have written into the bill the · 
understanding and the policy. which was 
te be expres,sed by the Senate with refer­
ence to the language contained in the bill. 
The colloquy which has occurred has 
served the exact purpose I had in mind. 
I am offering the amendment, and I ask 
that it be printed, but I shall not press it 
further, in view of the understanding 
had. 

The PRESIDING OFFICER. The 
RECORD may show that the Senator with­
draws his amendment. 

Mr. McCARRAN. I ask that it be 
printed in the RECORD at this point. 

The PRESIDING OFFICER <Mr. Mc­
FARLAND in the chair). Without objec­
tion, it is so ordered. 

The amendment is as follows: 
On page 34, line 9, strike out the period, 

insert a colon and the following: "Provided 
further, That this subsection shall not apply 
to issues of bonds, debentures, securities, or 
other obligations by a State, or any political 
subdivision thereof, where such obligations 
are held by the State, or any duly constituted 
agency, commission, or instrumentality 
thereof operating solely within such State in 
the performance of its official duties, as se­
curity or investment." 

·The PRESIDING OFFICER. The ques­
tion is on agreeing to the amepdment of 
the committee on page 31. 

Mr. HAYDEN. Mr. President, I desire 
to speak briefly in opposition to the adop­
tion of the committee amendment. I 
preface my remarks by asking to have 
included in the RECORD a concurrent me-

morial passed by the legislature of my 
State in May of this year opposing put­
ting into the pending bill a provision that 
the income from State and municipal 
securities be taxed. 

The PRESIDING OFFICER. Is there 
objection? 

There being no objection, the memorial 
was ordered to be printed in the REcORD, 
as follows: 

House Concurrent Memorial 1 
A concurrent memorial objecting to legisla­

tion by Congress for the taxing of muni­
cipal bonds 

To the Congress oj the United States: 
Your memorialist respectfully represents: 
According to advices concerning the pro­

ceedinas of the Congress, the deliberations 
of its b committees, and the expressions of 
certain Members, consideration is being 
given to the imposition of a tax on the bonds 
of local goyernmental units or municipalities. 

Adoption of this proposal would place upon 
most local units if not all of them, and par­
ticularly upon cities and towns, a most se­
rious burde1t, without compensating advan­
tages. 

The financial structures of many cities 
and towns are already laboring under ·serious 
stresses, which would be brought to the 
breaking point by the adoption of the pro­
posed policy. 

The imposition of a tax on municipal 
bonds, it would seem unnecessary to point 
out, would greatly impair the market for 
such securities, making financing difficult, 
and in many cases impracticable. ·when sold 
securities would be sold at great sacrifice, 
and thus load upon the taxpayers an addi­
tional burden. Receipts from the sale of 
securities being reduced, the cost of essen­
tial improvements or installations would 
mount. The financial problems of many 
cities and towns would become insurmount­
able, and bankruptcy might very easily 
result. . 

Furthermore, the infliction of a tax upon 
municipal bonds would amount to an ex­
tension or expansion of the power of Con­
gress to tax far beyond the thoughts or 
dreams of the makers of the Constitution, 
and afford an all-time demonstration of the 

. literal accuracy of the adage that the power 
to tax is the power to destroy. Wherefore 
your memorialist, the House of Representa­
tives of the State of Arizona, the Senate 
concurring, earnestly prays: 

1. That the Congress of the United States 
turn a deaf ear to any and all proposa.ls look­
ing to the imposition of a tax on municipal 
b mds and securities. 

Passed the house, April 23, 1942. 
Passed the senate, April 25, 1942. 
Approved by the Governor, May 4, 1942. 

The PRESIDING OFFICER. The me-
morial will lie on the table. 

Mr. HAYDEN. Mr. President, nearly 
20 years ago this very question was pend­
ing in the House of Representatives, and 
at that time I had occasion to address 
the House on the subject. I wish to read 
to the Senate just one paragraph from 
what I said on January 23, 1923, because 
I think it states the substance of the 
argument. I then said: 

I fully appreciate the desire of the great 
majority of our citizens that the owners of 
no form of wealth shall escape taxation. It 
was this same desire that induced many 
States to impose a· tax on mortgages. The 
result was a positive injury to the borrowers, 
because since no one is compelled to make a 
loan the interest rate was raised to offset the 
tax. The owner of a mortg;lge does not pay 
the tax, and neither will the owner of any 
taxable security issued by the United States 
or by authority of any State. The tax will be 

passed on to the borrower, either through ~he 
purchase of the security below par or by m­
creasing the rate of interest. In other words, 
those who have money to loan will always 
find a way to obtain .a net return for its use 
which equals the current rate of interest, 
and no law ever passed has effectively changed 
this fundamental economic fact. 

Mr. President, it is inconceivable to me 
that we can make taxable a security 
issued by a State, a municipality, or the 
Federal Government, without inevitably 
occasioning an increase in the rate of in­
terest which the State or the municipality 
or the Federal Government must pay. So 
in the long run nothing is gained by such 
a provision. For that reason I am op­
posed to the adoption of the amendment. 

I understand that there are other pro­
visions in the bill, in addition to the par­
ticular one now under consideration, 
which would have to be corrected, but 
that the main issue can be determined by 
the rejection of the committee amend­
ment now pending. 

Mr. BURTON. Mr. President, I con­
cur in what the Senator from Arizona 
has just said, but I believe that in order 
to reach that issue, if we wish to defeat 
the committee amendment insofar as it 
relates to future issues of securities by 
States and municipalities, we should 
adopt an amendment in the form of that 
which I have placed on the desk at the 
recommendation of the legislative coun­
sel. This amendment will come on page 
34, line 1, to strike out the provision "be­
fore January 1, 1943," so that the sec­
tion would then exempt income from 
State and municipal securities without 
that limitation. My amendment would 
further strike out beginning on line 23, 
page 34, all the language down to and 
including line 16, on page 38. This is 
the provision to exempt certain refund­
ing issues, which would not be necessary 
if the other step is taken exempting all 
issues. 

The reason for adopting this procedure 
is simply that there is some language in 
the first part of section 112 which should 
probably remain in it in order to take 
care of the changed situation which has 
arisen as to taxation of Federal securi­
ties. I believe my amendment directly 
raises the issue that we wish to raise 
without omitting noncontroversial mat­
ters. If my amendment to the proposed 
committee amendment shall be adopted, 
it will mean that securities issued at any 
time hereafter or heretofore are still 
exempt. That, I believe, is the conten­
tion of the Senator from Arizona. I 
therefore offer my amendment, which is 
on the desk, and ask that it be stated. 

The PRESIDING OFFICER. The 
clerk will state the amendment. 

The CHIEF CLERK. It is proposed on 
page 34, line 1, to ~trike out "before Jan­
uary 1, 1943", and to strike out, beginning 
with line 23, page 34, the following: 

(3) For the purposes of clause (B) of para­
graph ( 1) of this subsection: 

(A) If the terms of an obligation issued 
before January 1, 1943, the maturity of which 
on the date of enactment of the Revenue Act 
of 1942 (hereinafter called enactment date) 
or the date of issue, whichever is later, is later 
than December 31, 1942, are, after enactment 
date, changed so. a.s to increase the principal 
amount or interest rate or to extend the ma­
turity, then such obligation shall (as to in-
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terest accruing for any period after the date 
of the change or December 31, 1942, which­
ever is later) be considered as issued aft er 
such later date. 

(B) In the case of an obligation issued after 
the enactment date and before January 1, 
1943, such obligation shall (as to interest ac­
cruing for any period after December 31, 
1942) be considered as issued after December 
31, 1942, if any part of the proceeds of the 
issue of which the obligation is a part, or if 
any obligation of the issue, is devoted to the 
retirement or refunding of an obligation the 
maturity of which on enactment date was 
later than June 30, 1943. For the purposes 
of this subparagraph, June 30, 1943, shall be 
considered the maturity, on enactment date, 
of an ob-ligation the interest on which ceases 
to run before July 1, 1943, by reason of such 
obligation being called for redemption in 
accordance with the terms thereof as they 
existed on enactment date. 

(4) For the purposes of clause (B) of para­
graph (1) of this subsection, if an obligation 
is issued after December 31, 1942 (hereinafter 
called refunding obligation), and if-

( A) The issue of which it is a part (here­
inafter called new issue) is issued for the 
purpose of refunding one or more obligations 
(hereinafter called refunded obligations); 
and 

(B) All refunded obligations have the same 
exemption expiration date, as defined in sub­
paragraph ( J) ; and 

(C) No obligations, other than those of the 
new issue, have been issued for the purpose 
o:f refunding any of the refunded obligations; 
and 

(D) The aggregate principal amount of the 
new issue is not in excess of tile aggregate 
principal amount of the refunded obligations; 
and 

(E) Interest on each of the refunded obli­
gations ceases (by reason of such obligation 
being called for redemption in accordance 
with the terms thereof as they existed on 
enactment date, or the date of issue, which­
ever is later) to run upon a date not more 
than 7 months after the date upon which 
interest on the refunding obligation begins 
to run; and 

(F) Interest on each of the refunded obli­
gations, for the period at the end of which it 
ceases to run by reason of such call for re­
det:..ption, is considered as interest on an ob­
ligation issued before January 1, 1943; and 

(G) The refunding obligation, in its terms, 
states the exemption expiration date of, and 
identifies, t.he refunded obligations; and 

(H) The interest rate on the refunding ob­
ligations for any period ending on or before 
the exemption expiration date of the re­
funded obligations is not higher than the 
interest rate which any of the refunded obli­
gations had, or would (if such obligation had 
not been called for redemption} have had, 
for the corresponding period, 
then the refunding obligations shall be con­
sidered as issued before January 1, 1943, as 
to so much of the interest as accrues for any 
period ending bP.fore or on the exemption ex­
piration date cf the refunded obligations, 
and shall be considered as issued after De­
cember 31, 1942, as to the remainder of such 
interest. For the purposes Of this para­
graph-

(I) Several obligations shall be considered 
as one issue, only if each is identical with all 
the others in maturity, interes~ rate, terms 
and conditions, and recitals, but the fact that 
the denominations differ, or that some are 
registered and some in coupon form shall be 
disregarded. 

(J) "Exemption expiration date" mea.ns-­
(i) With respect to a refunded obligation 

issued before January 1. 1943, the date of 
maturity which the obligation had on Decem­
ber 31, 1942; 

(ii) With respect to a refunded obligation 
issued after December 31, 1942, the date as o1 

which interest thereon would (if the obliga­
tion had not been called for redemption) 
have ceased to be considered as interest on 
an obligation issued before January 1, 1943. 

Mr. BURTON. Mr. President, I be­
lieve the outstanding feature of the com­
mittee amendment as proposed to the 
Senate is that it would produce substan­
tially no income to the Federal Govern­
ment. It levies no tax whatever on out­
standing municipal and State securities. 
I believe that it should not levy a . tax on 
them, but as it stands it brings out clearly 
the fact that no present benefit will inure 
to· the Federal Government in the way 
of income by the adoption of the com­
mittee amendment. That is important 
today, because what we are primarily 
seeking to do in this tax bill is to raise 
money for the Federal Government. 
This proposal of the committee would not 
do it. If we tax the income only from 
future issues of State and municipal 
bonds-it was developed in the hearings 
that it might amount to a return to the 
Federal Government of only from $3.-
000,000 to $5,000,000 a year for the next 
few years-it probably would not amount 
to anything really substantial for 10 
ye9xs. It will take about 20 or 30 years 
before there will again build up issues of 
State and municipal securities corre­
sponding substantially to the amounts 
now outstanding. Therefore, as a war 
measure, it does not at all serve the Fed­
eral Government, yet it carries with it 
every bit of the detriment to the States 
and municipalities that has been involved 
in preceding amendments of this kind 
that have been presented to and voted 
down in the Congress. 

Mr. THOMAS of Oklahoma. Will the 
Senator yield? 

Mr. BURTON. I yield. 
Mr. THOMAS of Oklahoma. Is it not 

a fact that if this amendment shall be 
adopted and become a part of the pend­
ing measure, it will have the effect of 
causing the value of existing outstanding 
bonds to appreciate, and will cause the 
new issues to become depreciated as they 
are issued? 

Mr. BURTON. I think you could say 
that, for I believe the committee amend­
ment would operate in this way: Those 
now holding tax-exempt securities would 
find that there was an extra premium on 
their securities, because there would be 
so few of them, and there could be no 
more of them. Therefore, if anything, 
that would unjustly enrich them fur­
ther than is now being done, if it can 
be regarded as unjust enrichment. 

On the other hand, for the future is­
sues of our States and municipalities, it 
would mean that the States and mu­
nicipalities would be· forced to add addi­
tional sums to their future interest rates 
to meet the market at that time, that 
market undoubtedly would require higher 
interest payments to cover the income 
taxes that holders of the new bonds 
would be forced to pay. The proposal, 
therefore, would carry the full detri­
ment of higher interest rates payable by 
the municipalities and the States with­
out giving the Federal · Government any 
immediate benefit to make up for this. 

This effort to tax income from State 
and municipal securities has been made 

in the past, because there were some who 
did not want the bondholders to escape 
Federal taxes on that income. Let me 
point out that the proposed committee 
amendment would not cure the defect at 
all as to outstanding bonds, and let me 
also point out that those bondholders 
now in possession of tax-exempt bonds 
are already paying something to the 
States and cities from which they bought 
them, in lieu of income taxes on them. 
This is because the holders either bought 
the bonds at a premium which they re­
garded equivalent to the income exemp­
tions, or they are receiving a lower rate 
of interest on the bonds in recognition of 
the fact of the tax exemption. 

Therefore, those who are now holding 
these bonds are already paying. by vir­
tue of their original purchase price or of 
the low income which they rec;:eive from 
the bonds, what is the rough equivalent 
to a tax in favor of the municipalities and 
States which issued the bonds. They do 
not, in fact, therefore, really get the net 
advantage that they generally are sup­
posed to get when it is said that they are 
escaping taxation. 

Mr. President, I have been impressed 
by the fact that this question has been 
argued many times. I have also been 
impressed by the conclusions reached, 
and I wish, first of all, to cite briefty cer­
tain authorities on this very point from 
the Congress, from the Supreme Court, 
and from civic organizations. 

Since 1913 the Congress each year has 
in effect passed upon this question, be­
cause in each revenue act it has ex­
pressly excluded these issues from taxa­
tion. This has been done repeatedly and 
should clearly represent the considered 
views of the Congress. 

In 1918 and 1924 the provision was 
voted down on the ftoor of the House. In 
each of the last 4 years the House Com­
mittee on Ways and Means has refused 
to report it favorably, although exten­
sive hearings were held in 1939 and again 
in 1942. As recently as September 19, 
1940, the Senate voted down the pro­
posal 44 to 30, and many of those 44 
Senators are Members of this body today. 

From the point of view of constitution­
ality, there have been interesting and ex­
tended arguments to the effect that it is 
not constitutional for the Federal Gov­
ernment to tax the income received from 
State and municipal securities. I believe 
1t is not constitutional. I believe the 
mea....<:nre now before us for consideration 
is not constitutional. The argument ad­
vanced by those supporting the consti­
tutionality of this measure goes to great 
lengths. I wish merely to point to the 
fact that a decision of the Supreme 
Court clearly holds this to be unconsti­
tutional, and that decision has not been 
overruled or modified in this particular. 
The committee, therefore, is asking us 
to act in direct conftict with the Supreme 
Court of the United States on the as­
sumption that we can get the Supreme 
Court to reverse itself. 

On this point I cite the Pollock cases, 
decided in 1895 057 U. S. 429 and 158 
u. s. 601}. 

In those cases the court, although di­
vided · upon other points, unanimously 
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denied the Federal power to tax local 
obligations. That ruling still stands. 

There have come before the Supreme 
Court new laws which tax the salaries of 
employees of cities and States or which 
tax the contractor's receipts from a city 
or a State. The decisions which have 
upheld those laws have in each case dis­
tinguished such taxes from the tax in 
question. The reason why the Court dis­
tinguishes them was well pointed out by 
the then Solicitor General Robert H. 
Jackson, now on the Supreme Court. He 
is reported to have explained in his argu­
ment to the court the difference between 
the taxation of public salaries and inter­
est on Government securities. He ex­
plained it was apparent that when a tax 
deals with a debtor and creditor relation­
ship it is the borrower who is burdened, 
which dist_inguishes it from the case of a 
tax which deals with the salary of the 
employee. When you tax a borrower and 
creditor l'elation, the next time the bor­
rower offers his securities to the public 
his cost is increased. He is dealing with 
an open market. It is now regarded, and 
it was so regarded in the early cases, that 
the Federal Government cannot directly 
or otherwise tax a State or a municipal­
ity. That is recognized as law, and when 
you tax the income from a State's or 
city's own obligation you are doing that 
very thing. That is the point of the 
Pollock cases, which expressly passed on 
the issue in 1895. 

Mr. MAYBANK. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. MAYBANK. I agree thoroughly 

with what the Senator from Ohio has 
just said, and I wish to express the hope 
that the committee amendment will be 
defeated. 

Mr. President, having served as Gov­
ernor of South Carolina I know the evil 
result which would follow if the Federal 
Government should undertake . to place 
a tax on State and municipal bonds. I 
may say that I have seen the -interest 
rate reduced from 6 percent to 1% per­
cent by reason of the fact that certain 
bond issues were not taxable. Reduction 
in interest rates on municip~l bonds has 
.followed reduction in rates on State 
bonds in the South for the same reason. 
We have been able to improve our State, 
and many of its cities and school districts 
through our bond issues. No taxes can 
be raised to help the war effort by reason 
of the adoption of the committee amend­
ment. Therefore I am opposed to it. 

Mr. WILLIS. I suggest the absence of 
a quorum. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The Chief Clerk called the roll, and the 
following Senators answered to their 
names: 
Aiken 
Austin 
Bailey 
Ball 
Bankhead 
Barbour 
Barkley 
Bill::o 
Bone 
Brewster 
Brooks 
Brown 
Bulow 
Bunker 

Burton 
Butler 
Byrd 
Capper 
Caraway 
Chandler 
Chavez 
Clark, Idaho 
Clark, Mo. 
Connally 
Danaher 
Davis 
Downey 
Doxey 

Ellender 
George 
Gerry 
Gillette 
Green 
Guffey 
Gurney 
Hatch 
Hayden 
Herring 
Hill 
Holman 
Johnson, Cali!. 
Johnson, Colo. 

Kilgore 
La Follette 
Langer 
Lee 
Lodge 
Lucas 
McCarran 
McFarland 
McKellar 
McNary 
Maloney 
May bank 
Millikin 
Murdock 
Murray 
Norris 

Nye 
O'Daniel 
O'Mahoney 
Overton 
Pepper 
Radcliffe 
Reed 
Reynolds 
Rosier 
Schwartz 
Shipstead 
Smathers 
Smith 
Spencer 
Stewart 
Taft 

Thomas, Idaho 
Thomas, Okla. 
Thomas, Utah 
Truman 
Tunnell 
Tydings 
Vandenberg 
VanNuys 
Wagner 
Wallgren 
Walsh 
Wheeler 
White 
Wiley 
Willis 

The PRESIDING OFFICER. Eighty­
nine Senators having· answered to their 
names, a quorum is present. 

Mr. McCARRAN. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. McCARRAN. In support of the 

statement made by the able Senator from 
Ohio, with whose position I am in en­
tire accord, I desire at this time to have 
printed in the RECORD a telegram which I 
sent to the State auditor of Nevada, and 
the State auditor's reply thereto, which 
supports the Senator's amendment in its 
entirety. 

There being no objection, the telegram 
and letter were ordered to be printed in 
the RECORD, as follows: 

SEPTEMBER 28, 1942. 
DoNALD LA RuE, 

State Auditor, Carson City, Nev.: 
Please write me air mail full detailed state­

ment as to transactions by which bonds or 
other securities issued by municipalities, 
counties, or other legal subdivisions of Ne­
vada come into the treasury of the State of 
Nevada and are held by the treasury of the 
State of Nevada as investments. I am 
trying to get full detail that I may present 
complete statement to the Senate for the 
eliminr.tion from taxation of bond issues put 
out by municipalities, etc., ·in Nevada and 
other States and held in the treasury of 
Nevada and other States as investments. 
Please confer with Dan Sullivan, industrial 
insurance commission, and have him air mail 
me fully at once on same subject. Would 
appreciate your giving me advantages and 
disadvantages this plan of use or bonds. 

Kindest regards. 
PAT McCARRAN. 

STATE AUDITOR, 
Cm·son City, Nev., Sept. 28, 1942. 

The Honorable PAT McCARRAN, 
The United States Senate, 

Washington, D. C. 
DEAR SENATOR McCARRAN: Reply is made to 

your telegram of today requesting detailed 
information as to the acquisition of State 
and municipal bonds by the treasury of the 
State of Nevada. 

What is true in regard to Nevada I believe 
is likewise true in most of the 48 States, as I 
believe that all States have certain trust 
funds, the income of which is used for edu­
cational and various charitable purposes. 

To mention by name some of the trust 
funds held by the Nevada State· treasurer: 
State permanent school fund, pubi:.c school 
teachers' retirement fund, university 90,000-
acre grant fund, Nevada surety bond trust 
fund, Nevada Industrial Commission trust 
fund, and numerous other educational trust 
funds in connection with the University of 
Nevada. Most of these latter are in the form 
of bequests to the university for the purpose 
of using the income from such bequests for 
the assistance of worthy students in obtain­
ing funds to acquire an education. 

I think that in practically every instance 
that the investment of these trust funds 
must be, by stipulation of the grantor, either 
securities of the United States Government 

or securities of the various States and their 
political subdivisions. 

The manner in which these funds acquire 
bonds, is, as a general rule, by purchase on 
the open market as thu funds become avail­
able for investment, although in the case of 
all bonds issued by the State of Nevada, the 
leg~slature, in authorizing the issue, has spec­
ified that they be sold to the State of Nevada 
for the investment of the various trust funds, 
in this way eliminating open-market compe­
tition in these particular issues. This does 
not, of course, apply to the bonds Jssued by 
any of the State's political subdivisions, as 
in the latter cases· the State is required to 
b id against the banks and brokerage houses. 

In recent years, with the downward trend 
in interest rates, the income from these trust 
funds has naturally been reduced, aithough 
the full effect of the reduction has not yet 
been felt for the reason that the State still 
holds a fair proportion of the older bonds 
which carry the higher rates of interest. 
These bonds, of course, are maturing every 
year and are being replaced by the lower 
yield issues and within a short time our port­
folios will undoubtedly contain only the low 
yield issues. 

This income, as before stated, being used 
for educational and charitable purposes, 
Tegulates by its size, the amount of such 
educational and charitable work that can be 
done. For instance, if the rate on the $3,-
000,000 invested by the State permanent 
school fund were reduced from, say 3 percent 
to 2 percent, the State distributive school 
fund would receive 33% percent less. income 
and the educational work done by the schools 
would either have to be curtailed a like 
amount or the deficit would have to be met 
by increa.Sed taxation. 

The taxation of the income by the Federal 
Govet·nment would have exactly the same ef­
fect, as it would reduce the income exactly 
the amount of the tax. 

The foregoing gives consideration only to 
the matter of the Federal Government col­
lecting an income tax from the States on the 
income from its trust funds. llowever, my 
understanding is that the proposed legisla­
tion now before Congress goes even further 
and contemplates the taxation of the income 
of all bonds "issued by States and political 
subdivisions regardless of by whom such se­
curities are owned. Of course, the effect of 
the passage of such iegislation would be that 
the State or political subdivision issuing the 
bQnds would have to pay a rate of interest 
which would be higher by the exact amount 
of the tax levied by the Federal Government. 

As an example, we might take the United 
States Treasury issue of 2 percent bonds 
which are due in 1950 and callable in 1948. 
There are two such issues now outstanding, 
on one of which the income is taxable and 
the other nontaxable. The nontaxable bond 
sells today in the open market for 104.5 while 
the taxable bond sells for 101.7 making the 
net return to the investor about the same 
in either case. Similarly if the State of 
Nevada or one of its political subdivisions 
were to make an offering of its bonds on a 
basis of taxable income and the prevailing 
rate of interest for nontaxable bonds was 
2 percent, the State would probably be re­
quired to pay the purchaser of the bonds a 
rate of interest of 2~ or 2Y2 percent, and the 
difference in the interest rate would, of course, 
again have to be met by the local taxpayer. 

In the final analysis, the taxpayer, consider­
ing him as a whole over the entire United 
States, has made no gain by the fact that the 
Federal Government has taxed the income 
from bonds issued by the States or political 
subdivisions, as the amount that he may 
have saved in F<: deral taxes will have to be 
paid by ilim in local taxes; no new money 
has been created or new source of income 
has been tapped. 

On the other hand, speaking of the tax­
payer as a resident of Nevada, for instance, 
he has actually lost by the procedure of Fed-
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eral taxation of such securities for the reason 
that he is required to shoulder a dispropor­
tionate load of the debt of the United States 
should his State become somewhat heavily 
indebted in local bond issues. 

If there is any further information that 
I can furnish you, please call upon me freely. 

I might add, just as a matter of informa­
tion, that the State permanent school fund 
represents a bond investment at the present 
time of approximately $3,000,000; the Nevada 
Industrial Commission bond fund represents 
an investment of approximately $3,700,000, 
and various other trust funds of the State 
will probably represent an additional 
$1,000,000. 

As requested in your telegram, I am also 
referring the matter to Dan Sullivan with 
the request that he write direct to you on 
the subject, 

Very truly yours, 
D. G. LARUE, 

State Auditor. 

Mr. LANGER. Mr. President, will the 
Senator yield? 

Mr. BURTON. I yield. 
Mr. LANGER. I wish to place in the 

RECORD at this point a telegram which l 
received from the superintendent of the 
Grafton, N. Dak., Light and Water De­
partment, in support of the amendment 
proposed by the· Senator from Ohio. 

There being no objection, the telegram 
was ordered to be printed in the RECORD, 
as follows: 

GRAFTON, N.DAK., October 6,1942. 
Senator WILLIAM LANGER, 

washington, D. C.: 
Grafton's municipal electric light plant is 

strongly opposed to the provision of the 
present tax bill providing for taxation of mu­
nicipal bonds and asks that you fight the 
same with your vote and influence when it 
comes up for consideration in the Senate. 

GRAFTON LIGHT AND WATER DEPARTMENT, 
By L. R. RoNEY, Superintendent. 

Mr. ELLENDER. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. ELLENDER. I do not know that 

more could be said on the subject than 
what has already been stated by the dis­
tinguished Senator from Ohio [Mr. BuR­
TON], and the distinguished Senator from 
Arizona [Mr. HAYDEN]. There is no 
doubt that if the Federal Government 
taxes income from State and municipal 
bonds the public as a whole will have to 
pay for it by way of greater interest rates 
on future bond issues. In view of the fact 
that we can expect large increases in in­
come taxes by the Federal Government 
in order to pay for the war, it will be very 
difficult for any municipality or State 
government to finance itself. The un­
certainties of Federal income rates in 
the future will cause interest rates on 
State and municipal bonds to rise beyond 
reason and that in turn is bound to in­
crease their di1Dculty of financing. 

Mr. President, in support of the 
amendment offered by the Senator from 
Ohio I desire to have incorporated in 
the RECORD, following my remarks, a 
telegram from Han. Sam H. Jones, Gov­
ernor of the State of Louisiana, a tele­
gram from Hon. Robert S. Maestri, 
mayor of New Orleans, a letter addressed 
to me from Willard E. Givens, executive 
secretary, National Education Association 
of the United States, with a letter at­
tached thereto and addressed to Con­
gressman ROBERT DOUGHTON; a letter 

from Francis P. Burns, city attorney of 
New Oi'leans; a letter from William R. 
Barrow, of Barrow, Leary & Co., invest­
ment securities brokers, of Shreveport, 
La.; a telegram from the Louisiana Mu­
nicipal Association; a letter from Jess S. 
Cave, commissioner of public finance, city 
of New Orleans; a telegram from vV. G. 
Bowdon, mayor of Alexandria, La.; and a 
letter from John MeW. Ford, commis­
sioner, department of accounts and 
finance, city of Shreveport. 

There being no objection, the letters 
and telegrams were ordered to be printed 
in the RE~ORD, as follows: 

BATON RouGE, LA., September 21, 1942. 
Han. ALLEN J. ELLENDER, 

United States Senator: 
As I am unalterably opposed to taxation of 

future issues of State and municipal bonds, 
because it will increase the cost of local gov­
ernment and encroach upon the rights of the 
sovereign Rtates to finance themselves, I ask 
you to vote to strike this provision from the 
current revenue bill. I would appreciate :;our 
taking leadership in floor fight to beat this 
proposal and thus protect the States and 
cities. 

SAM H. JONES, 
Governor of Louisiana. 

NEW ORLEANS, LA., September 18, 1942. 
United States Senator ALLEN J. ELLENDER, 

Senate Office Building, 
Washington, D. C.: 

I hope you will continue your good work 
opposing the taxation of municipal bonds by 
the United States Government. 

ROBERT S. MAESTRI, 
Mayor of New Orleans. 

NATIONAL EDUCATION ASSOCIA-
TION OF THE UNITED STATES, 

Washington, D. C., September 16, 1942. 
Senator ALLEN J. ELLENDER, 

United States Senate, 
Washington, D. C. 

MY DEAR SENATOR ELLENDER: Enclosed here­
with please find copy of letter sent by Na­
tional Education Association to Chairman 
DauGHTON, of the House Committee on Ways 
and Means, opposing taxation of State and 
municipal securities. 

Very truly yours, 
WILLARD E. GIVENS. 

MARCH 24, 1942. 
Hon. R. L. DaUGHTON, 

Chairman, Ways and Means Committee, 
House of Representatives, 

Washington, D. C. 
DEAR CHAIRMAN DOUGHTON: I write to ex­

press the opposition of the National Edu­
cation Association to one tt>f the revenue 
proposals of the United States Treasury De­
partment, now before your committee for 
consideration. This is a proposal to elimi- · 
nate the exemption from taxation, under the 
Federal income-tax law, of the income "from 
State and local government (including school 
district) bonds. As an organization which is 
interested in the financing of public services 
from State and local revenues, the National 
Education Association opposes this legislation 
on two main grounds: 

1. It would increase the cost of borrowing 
by State and local governments at a time 
when other costs of these governments are 
already rising and when their revenue out­
look is uncertain. . 

2. It would represent an unjustifiable 
interference by the Federal Government in 
the financial affairs of the States and 
municipalities. 

These objections are further discussed in 
the following paragraphs. 

In hearings before your committee on 
March 3, 1942, Mr. Randolph Paul testified 

that, on the basis of Treasury studies, the 
spread between present·interest rates on State 
and municipal tax-exempt securities and the 
rates which would have to be paid on such 
securities after the elimination of the tax 
exemption would be from one-fourth to one­
half of 1 percent. Estimates from otr.er usu­
ally reliable sources have placed this increase 
in interest rates somewhat higher. I am, of 
course, in no position to judge the accuracy 
of the various estimates. It should be noted, 
however, that a rise to 3 Y:z percent of the in­
terest rate on a 3-percent bond would in­
crease the cost to the issuing government of 
financing that bond by about 17 percent. On 
this basis the increase in the cost of borrow­
ing by State and local governments wo'lld 
seem to be appreciable. Such increased costs 
would have to be met by higher tax rates 
levied on the rank and file of State and local 
taxpayers-taxpayers who will also be called 
u pon to carry the burden of heavily increased 
Federal taxation. 

This increased cost of financing Govern­
ment borrowing would come at a t ime when 
all other Government costs are likewise rising 
and when the revenue outlook for States and 
municipalities is, to say the least, uncertain. 
It seems possible that, within the next few 
years, revenues of State and local govern­
ments may not only fail to rise sufficiently to 
meet increases in costs of materials and per­
sonnel but may actually be reduced below 
their present level. Thus the Department 
of Finance of the State of Illinois reports 
that in 1941 35 percent of all sales subject 
to the retailer's occupation tax, which in part 
contributes to the support of public schools 
in that State, consisted of sales of commodi­
ties which have since been taken off the 
market by Federal Government action. In­
creased Federal income-tax rates are certain, 
sooner or later, to curtail State income tax 
yields. From a number of States the Na­
tional Education Association has received 
estimates of reduced State tax revenues in 
1943 ranging from 10 percent to 50 percent 
of 1941 or 1942 yields. Should serious reduc­
tions in State revenue become general, in the· 
face of rising costs, the Federal Government 
might be called upon to give financial aid to 
the support of State and local public services. 
This would probably more than offset any 
income to the Federal Treasury gained 
through the taxation of securities now 
exempt. 

The National Education Association real­
izes that winning the war is, and should be, 
the prime objective of all units of Govern­
ment. It believes that State and local gov­
ernments should cheerfully accept the bur­
den of the added services which they are re­
quired to perform- in connection with the 
war and should cooperate with the Federal 
program is every essential particular, but it 
also believes that the Federal Government 
has a responsibility for the protection of its 
political subdivisions from unnecessary in­
terference in the performance of their nor­
mal functions. 

The National Education Association does 
not consider the removal of the tax exemp­
tion from State and municipal bonds as es­
sential to winning the war. On the con­
trary, it views this proposal as one more un­
warranted step in the tightening of Fed­
eral control over State and local fiscal opera­
tions and the centralization of financial 
power at Washington. The prevalent trend 
in this direction is to some extent undoubt­
edly unavoidable in view of the war emer­
gency, but for this very reason authority of 
State and local governments should be safe-. 
guarded as far as possible from any un­
necessary encroachment. 

I understand that the Treasury Depart­
ment's stated reason for favoring the Fed­
eral taxation of State and municipal bonds 
is that it would eliminate the possibility of 
tax avoidance by wealthy individual inves­
tors in such bonds. I am informed, however, 
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that a very large proportion of these bonds 
is held, not by individual investors but by 
insurance companies, foundations, and semi­
public agencies; types of organizations which 
may be said to render a public service. 

Thank you for this opportunity to express 
our opinion in opposition to the proposal to 
tax State and local bonds. 

Most cordially yours, 
WILLARD E. GIVENS. 

LAW DEPARTMENT, 
CITY OF NEW ORLEANS, 

September 23, 1942. 
Hon . ALLEN J. ELLENDER, 

Un ited States Senator, 
Washington, D . C. 

DEAR SENATOR ELLENDER: I have been ad­
vised that the Senate Finance Committee 11:-s 
agreed to a report which will recommend that 
future municipal bond issues be subject to 
Federal income tax. 

From my experience as city attorney ide­
sire to state that if Congress does levy in the 
future an income tax on municipal bond 
issues it will seriously affect the abilities of 
municipalities to raise funds by bond issues, 
and at the same time will impose an added 
burden on the taxpayers who have to pay 
t axes to support such municipal bond issues. 

I will not take up any more of your time in 
discussing this matter, but I am simply writ­
ing to state that if this proposed income-tax 
levy is not defeated it will have a disastrous 
effect on future municipal financing. 

With expressions of my respect, I am, 
Sincerely yours, 

FRANCIS P. BURNS, 
City Attorney. 

BARROW, LEARY & Co., 
ShrevepoTt, La., SeptembeT 22, 1942. 

Senator ALLEN J. ELLENDER, 
Senator JOHN OvERTON, 

Senate Office Building, 
Washington, D. C. 

GENTLEMEN: It is my understanding that 
the Senate committee has agreed to recom­
mend to the Senate the Treasury's proposal 
to make future issues of State and municipal 
bonds subject to Federal income tax and that 
it is likely that the matter will come to a 
vote in the Senate sometime soon. 

I am, therefore, taking this means of urg­
ing both of you gentlemen to oppose the pas­
sage of such a provision in the revenue act, 
not on the grounds that it makes any differ­
ence to the investment dealer because the 
dealer makes his profit in the turnover and 
not in the interest to be received. I urge 
your opposition on the grounds that the pas­
sage of such a proposal would be a further 
step toward the undermining of State and 
local government and would constitute fur­
ther surrender of local rights to the Federal 
Government. The additional revenue to the 
Federal Government, according to the statis­
ticians, will be substantially less than the ad­
ditional property taxes that will have to be 
paid by local taxpayers, so that the cry of 
soaking the rich is a false cry in this case. 

I have discussed this proposal with many of 
the local businessmen, who agree with that 
attitude, none of whom own any municipal 
bonds to my knowledge. 

I should like very much to hear from each 
of you indicating your attitude on this 
proposal. 

Respectfully yours, 
WM. R. BARROW. 

BATON ROUGE, LA., September 16, 1942; 
Sen a tor ALLEN J. ELLENDER, 

United States Senate, 
Senate Office Building: 

The Louisiana Municipal Association reit­
erates their opposition to the Federal taxa­
tion of future issue$ of municipal bonds. 

Please place this protest in the records at 
the hearings. 

Mrs. HENRY JASTREMSKI, 
SeCTetary-Treasurer, Louisiana 

Municipal Association. 

DEPARTMENT OF PUBLIC FINANCE, 
CITY OF NEW ORLEANS, 

September 15, 1942. 
Sen a tor ALLEN J. ELLENDER, 

Senate Building, Washington, D. C. 
DEAR SENATOR: Again the problem Of de­

ciding between the Treasury Department of 
the United States Government and the in­
terests of the various States and municipali­
ties making up the Government as to the 
double tax, being done by placing taxes upon 
present and future bond issues of the States 
and municipalities, has arisen. This issue 
will come up before the Senate, I under­
stand, in the near future. 

I believe that it would be a serious mistake 
to handicap the States and the municipali­
ties by taxing their bond issues as is pro­
posed by the Treasury Department. 

I hope you Will see your way clear to con­
tinue your opposition to this legislation. I 
would appreciate it if you will advise me as 
to your present opinion upon this subject. 

Cordially, 
JESS s. CAVE, 

Commi ssioner of Public Finance. 

ALEXANDRIA, LA., September 23, 1942. 
ALLEN J . ELLENDER, 

Uni ted States Senate, 
Washington, D. C.: 

Understand Finance Committee will recom­
mend that income on all future State and 
municipal bond issues be subject to Federal 
income tax. Urge that you exert every effort 
to defeat measure on floor. Such policy is 
arbitrary usurpation of State rights and will 
lead to bankruptcy of smaller municipalities 
which for generations have had to rely on 
tax exemption in marketing their securities. 

W. G. BOWDON, 
Mayor of Alexandria. 

CITY OF SHREVEPORT, 
DEPARTMEJ.'l"T OF ACCOUNTS AND FINANCE, 

Shreveport, La., September 18, 1942. 
Hon. ALLEN J. ELLENDER, 

Senator, Senate Office Building, 
Washington, D. C. 

DEAR ALLEN: I have already congratulated 
you through our mutual friend, your cam­
paign manager, Elward Wright. But here it 
is again; because not only are you to be con­
gratulated but so are the people of your 
native State, Louisiana. More power to you. 

Now, again it looks like this good United 
States Senate of which you are a Member is 
still considering the possibility of taxing 
future issues or-state and municipal securi­
ties. I have already addressed you several 
letters on this subject so do not deem a 
repetition of the whys and wherefores neces­
sary for its being defeated. But, I do again 
ask that you exert every possible effort to 
see that this is not accomplished. 

Seriously, Allen, city governments through­
out these United States for the last quarter 
of a century have been the forgotten children 
not only of the States but new the National 
Government. If the National Government 
and the States keep on lambasting the cities 
and making it more and more impossible 
for them to operate as this democracy of ours 
expects them to operate there can be but 
one end-bankruptcy. And when you bank­
rupt your cities, you are in reality destroying 
the goose that lays the largest golden egg in 
tax avails, not only for the State but for the 
Nation. 

So, I once more earnestly urge that you do 
your level best to prevent the enactment of 

a law that will tax future issues of State and 
municipal securities. 

Thanking you, I am 
Sincerely your friend, 

JNO. MeW. FoRD, 
Commissioner of Accounts and Finance. 

Mr. ELLENDER. Those letters and 
telegrams cite many reasons for not tax­
ing th~ income from future State and 
municipal bonds. They are from per­
sons of experience and mu<-h weight 
should be given to their views. 

Mr. President, I desire to thank the 
distinguished Senator from Ohio [Mr. 
BuRTON] for permitting me to interrupt 
him and afiording me the opportunity of 
placing these data in the RECORD . 

Mr. TUNNELL. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. TUNNELL. I desire to say that 

I heartily concur in the amendment of­
fered by the Senator from Ohio [Mr. 
BuRTON]. I have received a number of 
communications from my State, par­
t,icularly from municipalities, as well as 
from the Governor of the State, in sup­
port of the amendment, and hope it will 
be agreed to. 

Mr. BURTON. Mr. President, at the 
time the absence of a quorum was sug­
gested, I was presenting an argument in 
support of ,my amendment, and I wish 
to point out the parliamentary ·situation 
in order that there may be no misunder­
standing. The committee amendment 
before the Senate is section 112 of the 
bill. The efiect of it is to exempt from 
taxation only those State and municipal 
securities which are issued before Jan­
uary 1, 1943. My amendment to this 
proposed committee amendment is now 
pending before the Senate. My amend­
ment seeks to strike out from the com­
mittee amendment the words "before 
January 1, 1943", so that all State and 
municipal securities will continue to be 
exempt, as they are now. Therefore, .in 
order to support the exemption of the 
State and municipal securities it wm · be 
necessary to vote "yea" on my pending 
amendment. I think there was a little 
confusion on that point at the time the 
Senator from South Carolina spoke. 

Resuming the argument, I wish to 
point out that the Congress has passed 
upon this point several times. The Su­
preme Court has held the committee pro­
posal unconstitutional and has not re­
versed itself on the point. I believe that 
the case is sound and clear that the pro­
posed Federal taxation of the income 
from State and municipal securities is 
unconstitutional, as amounting to a Fed­
eral tax and burden upon the borrowing 
power of our States and municipalities. 

Third. As a matter of authority, I wish 
to call attention to the kind of witnesses 
who appeared before the Senate commit­
tee and favored continuance of the ex­
emption of State and municipal securi­
ties. Included among those witnesses 
were not only many representatives of 
States and cities, but also of the Ameri­
can Bar Association; the American Mu­
nicipal Association; several State leagues 
of municipalities; the Municipal Finance 
Officers' Association; the United States 
Conference of Mayors; the National Edu..: 
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cation AsS"ociation; and t-he American 
Federation of Labor. Professor Lutz, 
professor of public finance at Princeton, 
and Professor Fairchild, professor of 
economics at Yale, also appeared. 

Therefore, we have the support not 
only of previous action by the Cong:ress 
and of the Supreme Court of the United 
states, but also of leading students of 
this matter who were impartial in their 
consideration of the question. This is in 
addition to the substantially unanimous 
opinion of those who have had closest 
experience with this subject in our States 
and cities. 

There are at least seven distinct points 
of importance in this matter. I shall not 
attempt to reargue all seven points, be­
cause the Senate has previously had tbi& 
question before it. I shall mention five, 
and argue two, which I believe to be par­
ticularly conclusive on the issue. 

Mr. OVERTON. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. OVERTON. I am somewhat con­

fused as to the effect of the Senator's 
amendment. Under existing law income 
derived from State and municipa:f bonds 
is exempt from Federal taxation. As I 
understand the Senator's amendment, he 
is undertaking to amend the committee 
amendment only in one particular. 

Mr. BURTON. Let me explain it in 
this way--

Mr. OVERTON. If the Senator's 
amendment were adopted, as I under­
stand, the existing law would apply, and 
income from State and local securities 
would be exempt from Federal taxation. 

Mr. BURTON. If my amendment is 
adopted income from such securities will 
remain exempt. 

Mr. OVERTON. In its entirety? 
Mr. BURTON. In its entirety. As- the 

Senator from Louisiana points out, the 
law now is that such securities are ex­
empt; but the committee amendment is 

. before the Senate. The committee 
amendment provides that only such se­
curities as are issued before January 1, 
1943, shall be exempt. Therefore, I move 
to strike out the words "before January 1, 
1943." That would keep them all exempt 
whether issued before or after January 1, 
1943. The reason I do not simply oppose 
the whole committee amendment is that 
there are other provisions in section 112 
which relate to Federal securities, and 
which are not related to this issue. 

Mr. OVERTON. I am very much in 
favor of the Senator's amendment. 

·Mr. BURTON. I appreciate the Sena­
tor's question. I hope we may have a 
clear understanding of the issue, because 
it is easy ~o misunderstand the parlia­
mentary situation. 

To refer briefly to the specific points 
which are at issue: First, the claim is 
frequently made that tax-free State and 
local securities result in widespread tax 
evasion. I believe that that situation is 
generally exaggerated and misunder­
stood. The reason I say that is because 
it is difficult to determine who holds such 
securities in large amounts. 

As a matter of fact, the estate tax 
records of the Treasury show, for the 

years 192'6 tG 1939r that only 6' percent of 
the capital in all estates of over $50,0.00 in 
value, was invested in State and local 
issues. The 1940 recordS' show a still 
lower percentage, thereby making it clear 
that the percentage of these securities in 
the personal estates of the country is not 
as large az is generally supposed. 

One reason for this is obvious. Many 
of these securities are held by public trust 
funds, sinking fundsr bank reserves, in­
surance companies, and depositarie~ 
which either are entirely exempt them­
selves, ar are at least not subject to the 
series of rising brackets of income tax 
that apply to individuals. 

The second point L wish to make is. that 
the bondhoider wtia buys such bonds 
does not escape a substantia;! equivalent 
of the burden of income taxation. As I 
stated a moment ago in answer to a ques­
tion, he indirectly pays to the local gov­
ernment that issues its bonds to him the 
market value of the exemption he re­
ceives. When he buys a bond at a low 
rate ot interest he is foregoing a higher 
rate of interest, which would have to be 
added if he were to receive the same net 
income from the· borid after paying a 
Federal income tax on that income. 

Third. The reverse of this is seen when 
the experts estimate what would be the 
effect of the Senate committee's amend­
ment. The situation is most interesting. 
What would be the effect of adopting the 
Senate committee amendment? Of 
course, it would apply only to future is­
sues; but in order to make it clear, let us 
visualize the situation 20 years from now 
as awlied to issues then outstanding and 
of about the same face value as the issues 
now outstanding. 

The highest estimate of income tax to 
the Federal Government from these se­
curities which I have seen is somewhere 
between $150,000,000 and $200,000,000 
a year. At the present time, of course, 
the tax yield actually would be nothing 
under the proposed committee amend­
ment. Ten years from now the yield 
would be a fraction of the figure which I ·. 
have given. During the war, therefore, 
there would be no substantial gain to the 
Federal Government from the point of 
view of income taxes, because there are 
to be comparatively few State and local 
issues to be sold. 

An interesting point arises when the 
experts estimate what would happen on 
any future issue that is offered to the 
public. Naturally, the buying public 
would then estimate the amount of in­
come tax it would have to pay, and what 
should be added to the interest in order 
to justify the purchase of such bonds. 
The es.timates vary, but they come to­
gether at an average guess of about a 1-
percent increase in the . interest rate to 
be paid on the bonds. Even though such 
increase be a little less than 1 percent, or 
if it be a little more than 1 percent, the 
point is clear; it is an added burden on 
the State or municipality issuing the 
bond. . 

If we visualize a full $20,000,000,000 of 
such securities outstanding and visualize 
a !-percent increase in interest rates on 
them, we have an annual increase of 

$200,000,acJO in interest to be paid by 
the State and municipal governments 
which issue such securities. So, any way 
we put ii, if the Federal Government is 
to gain between $150,000,000 and $200,-
000,000 in income taxes, the States and 
cities will l~se approximately $100,-
000,000, $125,000,000, $150,000,000, or per­
haps $200,000',000 in local taxes to pay the 
interest that will be used by some bond­
holders in paying income taxes on their 
income from the bonds. 

Where do the local taxes come from to 
pay this increased interest? They do 
not oome from the income-tax evaders. 
A so-called income-tax evader will sim­
ply hold his bond and draw the interest 
to make up his income taxes. This in­
terest will be paid to him by the real 
estate taxpayers of our States, cities, and 
villages. Therefore, to the extent that 
this added interest charge reaches back 
to the small real-estate taxpayer, instead 
of being a progressive tax paid by 
the higher brackets of income taxation, 
it will be a regressive tax paid by many a 
little fellow who must pay real-estate 
taxes to furnish the revenue to pay the 
increased interest on the bonds. It goes 
to the Federal Government from the 
local real-estate taxpayer, routed 
through his city and through the holder 
of the city bonds. It will be an added 
Federal tax, and the State or city will 
receive the blame for it and the real­
estate taxpayer rather than the bond­
holder will be paying most of it. 

Fourth. This tax on future issues could 
become an entering wedge for later ex­
tending it to outstanding issues. 

Fifth. I have mentioned the constitu­
tional argument. Of course, the consti­
tutional argument remains absolutely 
sound so long as the Supreme Court 
stands on its present decision. It applies 
to future as well as to outstanding issues. 

I now wish to mention what I regard 
as one of the most important arguments 
0::1 the merits against the committee _ 
amendment. I base this upon municipal 
experience in time of depression. What 
occurred in the years from 1919 to 1922, 
and between 1932 and 1934, may occur 
again. Interest rates on municipal and 
State securities will not then be low. 
They will be high. 

One of the most informative state­
ments made before the Senate Finance 
Committee was the statement made by 
an expert, Mr. Carl H. Chatters, execu­
tive director of the Municipal Finance 
Officers' Association of the United States. 
He took the time to tabulate the issues 
which were put out by cities in the United 
States from 1919 to 1922, at an interest 
rate of 5% percent or more. He then 
pointed out that if 1 percent were added 
to this 5% percent these cities would 
have to pay an interest rate of 6% per­
cent. Under many State constitutions 
and statutes this would make the issue 
unlawful because exceeding 6 percent. 
In addition, the burden would be so great 
that it would render the municipal se­
curity unmarketable even though lawful. 

Those figures are impressive. In 1919, 
in 38 States there were 753 municipalities 
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which issued $64,000,000 of bonds at a 
rate of 5% percent or more. 

In 1920, in 44 States, 1,239 municipali­
ties issued bonds at 5% percent or more, 
to the exten~ of $347,000,000. 

In 1921, in 45 States, 2,009 municipali­
ties issued $467,000,000 of bonds at 5% 
percent and up. 

In 1922, in 42 States, 1,820 municipali­
ties issued $139,000,000 of bonds at 5% 
percent and up. 

If 1 percent were added to the interest 
rates on those issues at a time when such 
municipalities were experiencing the 
greatest difficulty in meeting those de­
mands of local self-government, which 
comes closest to the life of the American 
citizen, it would have forced the rate to 
6% percent or more, and the financing 
power of these many municipalities of 
America would have been destroyed. 

In 1932, at another time of high inter­
est rates, in 37 States 486 municipalities 
issued $136,000,000 of bonds at 53,4 per­
cent or more. As the situation progressed 
beyond that point and the interest rate 
during the depression tended to go be­
yond 53,4 percent, resulting in inability to 
sell the issues, what happened? The 
Federal Government bought the issues or 
financed the municipalities. 

In 1933, however, there still were 281 
municipalities in 34 States that issued 
$44,000,000 of bonds at 53,4 percent or 
more. 

In 1934, in 28 States 172 municipalities 
issued $20,000,000 of bonds at 53,4 per­
cent or more. 

The tragedy I point out is that if to­
day we add 1 percent-or, with the higher 
income-tax rate, even 2 percent--to 
make up for the income taxes which may 
be involved, we confront our municipal­
ities, and especially our small towns and 
villages, with an impossible rate of in­
terest. They would not be able to finance 
their issues. This would lead toward the 
federalization of financing in our coun­
try through purchase of such bonds by 
the United States Government if they 
were to be sold at all. That, I . believe, is 
a fundamental danger to the financing 
process of any post-war period, and we 
are to have another post-war period 
some day. This post-war period will be 
upon us even before the Federal Govern­
ment had derived any substantial income 
from the future taxation of income from 
municipal issues. 

My final point is the general undesira­
bility of Federal influence upon local 
finances. Even in normal times this 
would throw the smaller community upon 
the Federal Government for the reason 
I have indicated. 

Furthermore, if the Federal Govern­
ment can thus tax the income from mu­
nicipal securities, it can classify that 
taxation so as to tax certain municipali­
ties or certain kinds of organizations or 
certain kinds of income. It could place 
one rate of tax on one kind of munic­
ipalities and then exempt the income 
from the securities of some other types 
of local government. If the Federal 
Government has the power to tax in­
come from municipalities in that way, it 
can tax it in such degree and manner 
as it wishes. We should then find the 
Federal Government thereb~T having the 

opportunity to discriminate between 
communities of the United States which 
they wish to finance and those that they 
may not wish to finance. We would then 
be in more danger than ever from the 
effects of Federal bureaucracy. 

No step that we fake now should be 
taken in a direction which would permit 
the increase of Federal control over local 
government. To my mind it is perfectly 
clear that in these times Federal control 
of local government inevitably merely 
spells "bureaucracy," which has in it 
many of the vices of dictatorship itself. 
On the other hand local control over 
local communities spells independence 
and is filled with the vital virtues upon 
which free government is built. 

The issue today is on agreeing to the 
amendment which I have presented. I 
hope it will be agreed to so that, at this 
time, we shall not subject our States and 
cities to added Federal taxation, and so 
that at this time we shall not attempt 
to override the Constitution as it has 
been interpreted for half a century by 
the Supreme Court, especially under a 
plan whereby the Federal Government 
would receive hardly one additional cent 
of income for the needs of the present 
emergency. · 

Mr. GREEN. Mr. President, will the 
Senator yield? 

Mr. BURTON. I yield. 
Mr. GREEN. I understood at least one 

of the Senator's arguments to be .that if 
the income from bonds of States and 
municipalities were made subject to taxa­
tion, such bonds would not sell so ad­
vantageously, so that the burden of mak­
ing up the difference woUld fall on the 
small taxpayers, and that therefore it is 
in the interest of the small taxpayers 
that the income from such bonds be tax 
exempt. Did I correctly understand the 
Senator? 

Mr. BURTON. That is precisely the 
argument on the financial basis. Any 
taxation on income from municipal bonds 
would require that a higher rate of in­
terest be paid, and that added cost would 
be borne by the municipal. taxpayer, who 
is the small taxpayer. 

Mr. GREEN. The same argument 
would require that income from the bonds 
of the Federal Government be exempt 
from taxation. 

Mr. BURTON. The Federal Govern­
ment can do as it wishes with the income 
from its own securities; it can levy a 
tax payable to itself from the interest 
on its bonds and then use that tax to 
pay that interest on similar bonds if it 
wants to do so. But I am arguing about 
Federal taxation of income from securi­
ties issued by local communities which 
obtain their interest funds from a differ­
ent source of taxation, principally real 
estate taxes. 

Mr. GREEN. Would the Senator's 
amendment advocate the exemption 
from taxation of income from Federal 
bonds? 

Mr. BURTON. I was willing to concur 
in the taxation of income from Federal 
bonds. 

Mr. GREEN. But the Senator's pres­
ent amendment does not argue for that; 
does it? 

Mr. BURTON. No; the present 
amendment has no relation to the taxa­
tion of income from Federal securities. 
That point has been settled; it remains 
settled. The Federal Government can 
tax itself and can turn the money thus 
received over several times if it wishes 
to do so; but I believe it is fundamentally 
unsound for it to undertake the taxation 
of the income from securities issued by 
States and cities. 

Mr. GREEN. Does the Senator believe 
it fundamentally unsound for the Fed­
eral Government to exempt from taxa­
tion the income from Federal bonds? 

Mr. BURTON. That matter is not be­
fore the Senate. Personally, I was will­
ing to concede that interest from future 
issues of Federal bonds be taxed. Such 
taxation is now authorized on future is­
sues of Federal bonds. 

Mr. GREEN. In the interest of the 
taxpayers, in other words, all Federal 
bonds should be exempt from taxation; 
is that the point? 

. Mr. BURTON. No; that does not fol­
low at all. The interest on Federal bonds 
is not paid out of real estate taxes. The 
added interest which goes to make up 
the income tax of the holder of Federal 
bonds does not come from real estate 
taxation. 

Mr. VANDENBERG. Mr. President, 
will the Senator yield? 

Mr. BURTON. I yield. 
Mr. VANDENBERG. I should like to 

ask the Senator about one phase of the 
matter. Let us eliminate for the mo­
ment the question of constitutional and 
State sovereignty. Is it not true that, 
with our tremendously increased individ­
ual income taxes, the tax-exempt coupon 
on a municipal bond is now about to ac­
quire an utterly exaggerated, exorbitant, 
and unprecedented value in the hands of 
the individual taxpayer? 

Mr." BURTON. The Senator refers to 
income from outstanding bonds and also 
from future bonds; does he? 

Mr. VANDENBERG. I refer to any 
tax exemption for income from a State 
or municipal bond. Is not that exemp­
tion about to acquire a totally abnormal 
and exageerated value as the result of 
the new tax bill? 

Mr. BURTON. Of course, there is an 
abnormality in it; but referring to the 
}:.art of the Senator's question which re­
lates to the question before the Senate 
as to taxation of income from future 
bond issues of States and municipalities, 
let me say that the effect would be that 
tl:;le interest to be paid by the local tax­
payer on the bonds to be issued by his 
city, if not tax-exempt, may well be 
forced up more than 1 percent, in order 
to make it possible to market the securi­
ties to purchasers who will have to pay 
the higher income taxes of t:':le future. 
The effect of that would be even more 
damaging on the small villages and com­
munities than would be the case now 
when the present income taxes would 
force the interest rates up only about 1 
percent. 

Mr. VANDENBERG. I am asking the 
Senator to come back to the question of 
profiteering from the war. It seems to 
me that day after tomorrow, after the 
tax bill becomes effective, the tax-exempt 
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municipal bond or State bond coupon 
would be the recipient of a profiteering 
value directly resulting from the war. 

Mr. BURTON. I believe the Senator 
from Michigan overlooks the fact that 
such bonds are sold in the open market; 
and when a person buys such a bond he 
buys it at a tremendously low rate of 
interest and thereby indirectly pays a tax 
to the local community, or he buys it 
at a premium and thereby pays the 
eqUivalent of a tax to the issuer of the 
bond. 

Mr. VANDENBERG. That is true on 
the average, but the moment we get into 
the higher brackets of the income tax is 
it not true that the individual who will 
confront the utterly burdensome high 
Tates would obtain an exaggerated, ab­
normal, and unjustified value from such 
exemption? 

Mr. BURTON. That is why I empha­
sized the point that the Treasury's estate­
tax records show that only 6 percent of 
the capital value of estates of over $50,000 
were represented by securities of this 
kind. The great volume of such securi­
ties actually is in the hands of trust com­
panies and other concerns which do not 
pay a graduated income tax. Therefore, 
there is a small group; and as one witness 
said to the committee, it · amounts to 
"burning down the whole barn in order to 
catch a few mice." The collection of 
this proposed tax would upset the whole 
doctrine relative to taxation of income 
from securities issued by municipal and 
State governments. 

Mr. VANDENBERG. I have always 
shared the view of the Senator from Ohio 
upon this subject, but when in respect to 
the new tax bill 1 confronted the in­
creased increment in value, an increment 
increasing directly as a result of the war 
effort, and when I also confronted the 
fact that we are going down into the last 
prackets and are literally taking the shirt 
off the back of the low-income taxpayer, 
I confess that it seemed to me that at 
least as to future issues that was a loop­
hole which could not consistently be 
ignored. 

Mr. BURTON. Let me say to the Sen­
ator that the thing he should•be talking 
about is s6mething he is not talking about 
at all-the taxation of outstanding tax­
exempt securities. During the period of 
the war only a small number of State and 
municipal securities have been issued­
and not to exceed $3,000,000 or $5,000,000 
in Federal income taxes can be derived 

. from them. 
Mr. VANDENBERG. The Senator is 

absolutely correct in the statement which 
he has just now made. The only reason 
why I oppose the taxation of existing 
obligations is because I think that would 
be a violation of a moral obligation. So, 
aH I can do is to propose that we com­
mence taxation of future issues. 

Mr. BURTON. Let me point out to the 
Senator the moral obligation that exists 
as to future issues. I believe that their 
taxation would be a blow to the very 
foundation of local government in Amer­
ica. To tax income from these future 
issues is to subject all local communities 
to greater interest costs on their securi-

ties, and ultimately it will place those 
costs on the persons receiving small in­
comes. We should not upset or destroy 
our local governments. 

Mr. DANAHER. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. DANAHER. The Senator has 

made an exceedingly able argument. If 
he has failed to cover any point in sup­
port of the position which he has taken, 
let me say that it was not pressed upon 
the committee. I desire to congratulate 
the Senator from Ohio. 

However, he will recognize that this 
problem is a highly vexatious one. I de­
sire to ask the Senator from Ohio if there 
is an income tax in his State. 

~fr. BURTON . . There is not. 
Mr. DANAHER. Is there a tax levied 

by the State of Ohio in any way upon the 
holder in that State of the bond of an­
other State? 

~fr. BURTON. I think there is. 
Mr.- DANAHER. Will . the Senator 

state what that is, please? 
Mr. BURTON. I think it is a tax which 

is measured by the rate of income on 
the particular bond. It is in the nature 
of a property tax measured by the in­
come derived from the property. 

Mr. DANAHER. Is it not a fact that 
most States which do have State income 
taxes do tax the income derived by 
holders of municipal issues of other 
States? 

Mr. BURTON. I do not know. I think 
that may be true. I have not experienced 
that. 

Mr. W~. Mr. President, I can an­
swer that question, if the Senator from 
Ohio will yield to me. 

Mr. BURTON. I yield to the Senator 
from Wisconsin. 

Mr. WILEY. That is abso1utely the 
fact in Wisconsin. There, not only is 
tbe income from bonds of municipalities 
of the State taxed, but also the income 
from bonds of municipalities of other 
States. 

Mr. DANAHER. I thank the Senator. 
Mr. BURTON. However, that would 

not be a sufficient reason, in my mind, to 
justify the Federal Government's under­
taking the taxation of its States, its sub­
divisions. 

Mr. DANAHER. Mr. President, will 
the Senator state whether the bonds of 
given States in the hands of decedents­
persons who die in those States-are sub­
ject to Federal taxation through the 
estate tax? 

Mr. BURTON. I think they are. 
:Mr. CONNALLY. Mr. President, will 

the Senator yield? 
Mr. BURTON. I yield to the Senator 

from Texas .• 
Mr. CONNALLY. The Senator from 

Ohio has already answered the Senator 
from Connecticut. Of course, they are 
subject to estate taxes and. inheritance 
taxes. The Senator from Connecticut 
asked abnut one State taxing the bonds 
of another State. States can do that. 
New York State, for instance, taxes the 
income from bonds of my State and 
bonds of other States that are owned in 
New York; and I assume that some States 

levy ad valorem taxes on them in the 
hands of holders, just as they levy an 
ad valorem tax on a bond or note. 

However, that is not at all on a parity 
with the Federal Government's taxing 
the securities issued by instrumentalities 
of a State. Under our dual system no 
inhibition was placed on a State's taxing 
the bonds of other States. 

Mr. AUSTIN. There was no reason 
for doing so. 

Mr. CONNALLY. As just now sug­
gested by the able senior Senator from 
Vermont, with his usual keen, analytical 
mind, in the Constitutional Convention, 
there was no occasion for putting in such 
a prohibition. 

Man7 Senators will not agree with me 
on this point, but I am one of the old­
fashioned fellows who believes that the 
Federal Government has no authority to 
t:::.x the instrumentalities of a State. 

There is no more potent instrumen­
tality of any governmental organization 
than the taxing power. It goes right to 
the life and the heart of any political 
system. If the Federal Government can, 
by a process of taxation, lay a burden on 
one of the States or all the States, it can 
unbalance the dual system which we 
enjoy. 

If I may make one further comment, 
I shall not bother the Senators longer. 
For the Federal Government or for a 
State to tax public bond issues is the 
greatest economic fallacy, if the question 
be analyzed, which can be found in this 
tax bill or anywhere in our statutes. I 
challenge anybody who will go to the 
facts and the record to deny that when 
we undertake to tax the income of public 
bonds issued by cities~ towns, and States, 
it will be found that the interest rate 
which the taxpayers of the States and 
municipalities will have to pay by reason 
of the existence of the tax will be many 
times the return to the Federal GoveTn­
ment. It simply means the people o:Z the 
States will have to pay more taxes and 
the Federal Government will get a little 
smidging of income from it. Statistics 
prove that to be so. 

This matter was under consideration 
in the House some yeaTs ago. At that 
time I went into it in great detail. I 
took the records of the Federal Treasury 
Department, and at least proved to my 
entire satisfaction that these elemental 
things were absolutely and undeniably 
true. 

Mr. BURTON. I thank the Senator 
from Texas for his remarks. 

Mr. BROWN. Mr. President, will the 
Senator yield? 

Mr. BURTON. I am stillln a colloquy 
with the Senator from Conne.ctictit. 

Mr. DANAHER. So far as I am con­
cerned, I should be happy to yield to the 
Senator from Michigan, because I know 
the point that he wishes to discuss. 

Mr. BROWN. I have not participated 
in this colloquy, but I should not want 
the fact that I had not done so to be 
taken as an indication that we on this 
side are not going to say anything about 
this matter, for we intend fully to discuss 
it, and particularly the point which the 
Senator from Texas just brought out. I 
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have figures and statistics showing the 
very slight additional burden that would 
be occasioned upon the taxpayers of 
cities such as Baltimore, New York, 
Cleveland, and other places. I would not 
like the statement the Senator from 
Texas has just made to go unchallenged. 
We intend fully to discuss the question. 
I shall not participate in the debate now, 
but I want the Senator from Texas and 
other Senators to know that the question 
will be debated and we shall undertake 
to refute the figures he has just given. 

Mr. CONNALLY. Of course, I shall be 
glad to hear the Senator from Michigan 
when he undertakes to discuss this mat­
ter, but when he admits the slight in­
crease in the tax rate he admits the case 
all the way through, because it is not the 
tax at_ the moment that is going to affect 
the bond buyer, but it is the potential tax. 
He does not know what it may be when 
he buys the bond. So when the Senator 
says it will increase it somewhat or in­
crease it slightly, it seems to me he is cut­
ting the ground from under the position 
of those who share his view. I have 
high respect for the Senator from Mich­
igan. He has worked hard on this sub­
ject and deserves a great deal of credit 
of having expended much sweat and 
much energy in a bad cause. 

'Mr. McKELLAR. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield to the Senator 
from Tennessee: 

Mr. McKELLAR. I desire to ask the 
Senator what is the amount of taxes in­
volved in this particular item? It is 
very small, is it not? 

Mr. BURTON. That is an interesting 
question. The committee amendment 
provides that only those bonds issued be­
fore January 1, 1943, shall be exempt. 
Therefore, the tax will apply only to those 
issued after January 1, 1943. It is obvi­
ous that at the present time municipali­
ties and cities are restraining themselves 
from authorizing capital issues of bonds. 
So income to the Federal Government 
will come only as the coupons of new 
bonds are collected by their owners and 
the income tax is then collected from 
such owners. The estimate I found in 
the testimony before the committee was 
that during the first several years the 
Federal Government might get from 
three to five million dollars a year; in 
about 10 years that might be built up by 
a substantial issue of State and munici­
pal bonds, and in 20 or 30 years such 
bond issues migbt about reach the point 
where they are now. So, looking at the 
maximum point 20 or 30 years from now, 
when there- might be $20,000,000,000 of 
these bonds outstanding at that time, the 
Federal Government might be collecting, 
it is estimated, between. $150,000,000 and 
$200,000,000, but for the present, and dur­
ing the war practically nothing, as was 
stated in the testimony, or almost a neg­
ligible amount. 

Mr. McKELLAR. Would the Senator 
say that the purpose of the amendment 
is largely to establish the principle of 
the Federal Government taxing munici­
pal, State, and county bonds? 

Mr. BURTON. It seems to me it is 
entirely that, because there would be no 
money forthcoming to the Federal Gov-

ernment at this time. It may be even 
an opening wedge to try to tax outstand­
ing issues. 

Mr. McKELLAR. I thank the Sen­
ator. 

Mr. DANAHER. Mr. President, will 
the Senator yield further? 

Mr. BURTON. I yield. 
Mr. DANAHER. In the course of the 

Senator's research did he make inquiry 
into the question whether or not our 
Federal income-tax would adhere 
against the income a State employee re­
ceived from salaries or wages? 

Mr. BURTON. I think it has been 
made perfectly clear that when we 
passed a statute taxing the salary of 
municipal employees that tax was placed 
on the individual, and the Supreme 
Court has upheld such a tax. But the 
point · I emphasize is that Robert H. 
Jackson, then Solicitor General of tlie 
United States, in the case of Graves v. 
New York ex rel. O'Keefe <reported in 
306 U. S. 466), argued the case and ex­
plained to the Court the difference be­
tween the taxing power in the case of 
salaries, as such, and in the case of Gov­
ernment securities, and explained it was 
apparent that when one deals with a 
creditor-debtor relationship the borrow­
er is the one who is burdened. Accord­
ingly, if the borrower is burdened, that 
means that the Governmental issuing 
body, namely, the State or city, is being 
taxed. Therein lies the distinction which 
the Supreme Court has not yet overruled, 
and I trust it will not do so. 

Mr. DANAHER. The Senator has had· 
wide municipal experience in his distin­
guished career as mayor of one of our 
great cities. Has he, in ' the course of 
his background work preparatory to com­
ing to the Senate, inquired into the gen­
eral sources from which State and mu­
nicipal issues draw their funds? From 

· what particular type of investors are the 
funds drawn? Are they drawn from in­
surance companies, or banks, or trust 
funds? 

Mr. BURTON: I believe it is not ques­
tioned that, . at least, a majority, and 
some estimate over 60 percent, of the 
outstanding issues of State •and munic­
ipal securities, are held by public trust 
funds, sinking funds, bank reserves, in­
surance companies, or depositaries that 
are either exempt from income taxation 
or at least exempt from the graduated 
income tax. 

Mr. DANAHER. Would it not be a 
natural thing to expect that if the tax 
exemption now accorded such securities 
were removed the block of such securities 
held by such institutions would be in 
very small amounts? 

Mr. BURTON. In proportion to the 
extent to which they could absorb them 
and use them properly. They do not buy 
them for tax evasion. They buy them 
because they want them in their port­
folios. That same situation would exist 
and not be greatly affected by this action; 

. they still would buy large quantities of 
them. 

Mr. DANAHER. Since they would be 
looking for long-term securities, the gen­
eral probabilities are they could afford 
to handle them if the rate would make 
it economically feasible. 

Mr. BURTON. If they should see that 
the Federal Government is taking unto 
itself, or is being permitted to take unto 
itself, a new interference with municipal 
and State securities, they might not have 
the same confidence in the stability of 
these bonds they had before, especially in 
the case of the bonds of the smaller com­
munities. May I emphasize .that the 
villages, and the small communities of 
5,000, 10,000, 25,000, or 50,000 people in 
America which need to issue bonds, issue 
them in competition with the securities 
of the whole country? The reason they 
are able to sell their securities is largely 
because they have a little something 
extra to offer, and I do not know why the 
Congress, in the exercise of its judgment 
seeking to safeguard the development of 
America's smaller communities, should 
not continue to give them this natural 
advantage which they have had for 150 
years. · 

Mr. DANAHER. Would the Senator 
have the Idea of expanding the language 
of the committee amendment to include 
the taxation of all outstanding issues 
which have been traded in ever since the 
Treasury announced its intention of 
seeking to impose this particular tax? 

Mr. BURTON. From the point of view 
of the muni<;:ipalities, of course, the bonds . 
already issued do not affect their future 
problems; those bonds are over the dam; 
however, there is involved n. moral obli­
gation and I believe a constitutional ob­
ligation. I go one step further than the 
Senator from Michigan. I recognize both 
the moral obligation and the constitu­
tional obligation not to interfere with the 
relationship which has been established, 
especially in view of the fact that when 
the purchasers purchased those bonds in 
the very price charged them they paid a 
premium in reliance upon the statute and 
the Constitution. 

Mr. DANAHER. That particular argu­
ment, let me say to the Senator, does not 
appeal to me. I do not see how they have 
any right to buy a tax exemption just be­
cause no right to tax has been asserted. 
There was not any tax on the income of 
the Senator from Ohio before 1913, but 
that did not mean be had a right to think 
he would be forever exempt. I do not see 
any merit to the contention. 

Mr. BURTON. The merit I point out 
is that in decisions of the Supreme Court 
running from 1895 it was held that under 
the Constitution of the United States 
the Federal GovernMent could not tax 
the income from one of these securities. 
and I think people had a right to rely 
upon the Supreme Court of the United 
States. 

Mr. DANAHER. I think they did, and 
that is exactly where the whole problem 
turns. It is a matter of policy. It is 
not a matter of law at all; it is a matter 
of policy. 

I think the Senator from Ohio has 
done a magnificent job in reviewing the 
incidence of what may be done in the 
event the Senate committee amendment 
shall prevail. and I applaud what he of­
fered to .us for our consideration, but I 
still say that the question of tax exemp­
tion as a matter of. constitutionality can 
be resolved-and let us assume for pres­
ent purposes that it can be-in favor 
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of the Government's right to tax insofar 
as it taxes income in the hands of the 
owner of the security. All that remains 
then is a matter of policy, and it does 
seem to me that, as the Senator said 
to the Senator from Michigan when he 
posed to him the question of how far in 
logic he would go, either we should not 
tax future issues at all, or we should tax 
both future issues and all outstandings 
which have been traded in ever since 
those who acquired them in the open 
market this year, let us say, were put 
on notice that this particular tax exemp­
tion was likely to be removed. 

Certainly there will not be any equity 
in favor of such a person. Let me say 
to the Senator from Ohio that the course 
of the bond market demonstrates that 
all those issues this very year, in the 
prospectus, in notices of investment 
banking houses, and the like, have been 
carrying the notice, "These issues at the 
present time"-and I emphasize "at the 
present time"-"are being offered tax 
exempt," showing they knew, and the 
buyers were put on notice, that the like­
lihood existed of our removing the tax­
exempt status of the income to the in­
dividual from municipals. It is a most 
important question, and I wish to thank 
the Senator from Ohio again. 

Mr. BURTON. I am grateful to the 
Senator from Connecticut for his ex­
pression. 

Mr. McKELLAR. Mr. President, will 
the Senator yield? 

Mr. BURTON. I yield. 
Mr. McKELLAR. Following up the 

question I asked a few moments ago, I 
should like to say that I have always been 
inclined to the view that the doctrine 
that the power to tax is the power to de­
stroy applies in such a case as this, and 
that it is unconstitutional to tax the 
bonds of the States, cities, and counties. 
Waiving that for the moment, I ask the 
Senator awhile ago whether there would 
be any real return from this tax under 
the present law, whether it amounted to 
anything in the emergency, and the Sen­
ator replied, as I recall, that it would 
amount to only several million dollars, 
that a very small number of millions of 
dollars would be recovered. 

Mr. BURTO:i~. If we win the war 
within a couple of years, we will get prac­
tically nothing under it during the war. 

Mr. McKELLAR. So that under the 
present circumstances it is not a war 
measure at all? 

Mr. BURTON. That is correct. 
Mr. McKELLAR. But it is largely an 

effort to establish a policy of taxing State, 
municipal, and county bonds. 

Mr. BURTON. It seems to be a most 
unfortunate time to try an experiment 
of that kind. 

Mr. McKELLAR. It is a most unfor­
tunate time to try such an experiment. 
If we were considering a bill providing for 
taxation of the interest on all bonds be­
cause of the war necessity, we would be 
confronted by a very different question, 
so far as I am concerned, because I might 
resolve constitutional doubts in favor of 
the Government at such a time as this. 

I think all of us would naturallY be in­
clined to resolve any reasonable doubt as 

to the right of the Federal Government 
to tax in favor of the Government, if it 
were necessary to have the money in 
order to win the war, because that comes 
before everything. But if the tax as­
sessed, a.s stated by the Senator, would 
amount to only a million or two million 
dollars-if it would amount to anything, 
it seems to me a matter of very doubtful 
propriety to attempt to enact such an 
amendment as that proposed. For that 
reason I shall support the amendment 
presented by the Senator from Ohio, to 
strike certain provisions from the com­
mittee amendment. 

Mr. BURTON. The Senator has stated 
the issue before the Senate precisely as 
it is. 

Mr. LANGER. Mr. President, will the 
Senator yield? 

Mr. BURTON. I yield. 
Mr. LANGER. I wish to be sure that 

I understand the situation to which the 
Senator has made reference. 

Let us assume that a millionaire buys 
$1,000,000 worth of bonds. If the amend­
ment proposed by the Senator should be 
agreed to, the purchaser of these bonds 
would pay no tax upon them? 

Mr. BURTON. If a millionaire buys 
$1,000,000 worth of State securities, his 
income from them would not be subject 
to Federal taxation. He would have paid 
a price or a premium for them which 
would recognize the low rate of interest 
which the State was paying on the bonds. 

Mr. LANGER. The final result is, 
however, that he can have $1,000,000 in­
vested in this type of security and not 
pay one penny of tax. 

Mr. BURTON. That is correct. The 
State, however, would get the benefit of a 
lower rate of interest and he would re­
ceive a lower rate of return from the 
State. 

Mr. LANGER. I understand that, but 
as a matter of fact he does not pay any 
taxes at all on those securities? 

Mr. BURTON. Not on the income 
from the securities. 

Mr. LANGER. If a farmer had 10 
head of cattle or calves he would pay a 
tax on them. 

Mr. BURTON. He would have to pay 
an increased local tax to pay the interest 
on the bond that was bought by the mil­
lionaire if the millionaire were taxed on 
the bond interest. 

Mr. LANGER. Yes; but in an ordinary 
sense is it not true that the big-interest 
men who own large hotels and great in­
stitutions would benefit the same as the 
man who had a little cottage? Is not 
that true? 

Mr. BURTON. They would pay real­
estate taxes and the small owner of real 
estate is the one who is hurt by any in­
crease in the rate of taxes on his mu­
nicipal securities. 

Mr. LANGER. That may not be true 
if the majority of the real estate is owned 
by a big trust company, for instance. 

Mr. BURTON. If there is a com­
munity in which a majority of the resi­
dents are millionaires it is not in the 
United States. 

Mr. LANGER. The Senator knows 
that in an average town the so-called 
best property in the town is held by the 

so-called vested interests. Is not that 
true? It is true in Cleveland. 

Mr. BURTON. The vested interests 
include also the many holders of small 
properties. I do not believe that the ma­
jority of real estate taxes in Cleveland 
are paid by wealthy people. They are 
paid by everybody who owns property 
there. The thing we try to guard 
against all the time is the regressive ef­
fect of taxes imposed at equal rates upon 
the little fellow as well as the big fellow. 

Mr. LANGER. Regardless of that, 
they do pay a tax. 

Mr. BURTON. Yes. 
Mr. LANGER. And if the amendment 

offered by the Senator from Ohio is 
agreed to, he does not pay. 

Mr. BURTON. If he is a real-estate 
owner, large or small, he does not have to 
pay an increase in his tax to meet an 
increase in his State or city bond interest 
that would have to be added to pay the 
bondholder's income tax on the interest. 

Mr. LANGER. I thank the Senator. 
Mr. BURTON. I wish to conclude with 

a statement of the parliamentary situa­
tion. In order that State and municipal 
securities may remain exempt, it will be 
necessary to adopt the amendment which 
I have offere<;l. 

Mr. DAVIS. Mr. President, at the 
outset, I desire to say that I do not own 
nor am I interested in municipal bonds. 

I wish to speak briefly concerning one 
of the most unusual features of this 
measure-the taxation of future issues 
of municipal bonds. More than 9,000 
municipalities have expressed opposition 
to this proposal. In my own State it has 
been opposed by the League of Third 
Class Cities, the Pennsylvania State As­
sociation of Township Commissioners, 
the Pennsylvania Association of Bor­
oughs, the county supervisors, the Penn­
sylvania State School Directors Associa­
tion and many other State organiza­
tions. 

This is the first time any congressional 
action has been taken looking toward 
the taxation of municipal issues. If 
passed, it will mean that the Federal Gov­
ernment is taxing our schoolhouses, our 
public halls, our local institutions. It 
is understandable why the National Edu­
cation Association is opposed to this 
action. 

The amount of revenue that can be 
realized this year from the taxation of 
future municipal issues is exceedingly 
small-almost negligible, I might say, in 
view of the large sums required to meet 
the present emergency. Moreover, there 
will be substantially no revenues from 
this source for many years to come. 

It will require from 20 to 30 years to 
replace with taxable issues the $19,000,-
000,000 of outstanding issues which would 
remain tax immune. Moreover, the nor­
mal replacement of those $19,000,000,000 
would undoubtedly be delayed. Many 
States, municipalities, subdivisions, and 
agencies will be unable to issue bonds if 
the income is taxable. That means that 
the volume of future issues will be cut 
substantially. Moreover, a large pro­
portion of the existing outstanding State 
and municipal bonds is held by the 
States, cities, and their subdivisions in 
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sinking funds and similar State port­
folios. 

Let us take a hypothetical case, for ex­
ample. Let us suppose that the Com­
monwealth of Pennsylvania, which has 
$205,000,000 of its own bonds outstand­
ing, holds $25,000,000 in its own sinking 
funds, pension, and retirement funds. 
If the Senate passes this bill and makes 
future issues taxable, the Commonwealth 
of Pennsylvania will first sell its out­
standing and existing tax-immune obli­
gations, held in its own sinking funds, to 
the general public in order to obtain 
funds without issuing taxable bonds. 
Multiply this example in our cities and, 
counties and the number of such bonds 
which the States and cities can release 
for sale as tax-exempt bonds is tremen­
dous. In all, the cities and counties of 
the Commonwealth of Pennsylvania have 
outstanding $1,300,000,000 in existing 
tax-immune bonds. A fair proportion of 
those bonds, also, are held in the city 
and county sinking funds, and they, too, 
could be released for sale to the public 
so that the State, cities, and counties 
could delay for a not inconsiderable pe­
riod the time when they would have to 
issue taxable municipal bonds. 

It can be demonstrated that the Treas­
ury Department's argument, that tax­
immune bonds permit wholesale tax 
avoidance, is a grossly exaggerated myth. 
For instance, in 1939, when the Senator 
from Michigan [Mr. BROWN] headed a 
special Senate committee to study this 
very problem, the Treasury Department 
produced as one of its experts, Prof. 
Kossuth Williamson, a professor from 
Wesleyan University at Middletown, 
Conn. At that time the witness stated 
(hearings before Special Committee on 
Taxation, 76th Cong., 1st sess., 1939, at 
p. 527): 

Sample studies have been made of the 
composition of estates probated in recent 
years and estimates have been made by the 
Treasury Department and others as to dis­
tribution of the ownership of the existing 
tax-exempt securities. These studies sug­
gest that there has been no great flight 
by the rich from other investments to tax­
exempt securities, and that, in fact, the bulk 
of these securities are held by governments, 
institutions, corporations, banks, and insur­
ance companies, not subject to the surtax. 
Almost all of the increase of governmental 
debt of recent years has, according to the 
Twentieth Century Fund, been taken up by 
credit institutions. 

This cool and deliberate statement­
which contradicts the Treasury's argu­
ment-was made by an economist 
brought to Washington to testify by the 
Treasury Department-not by the op­
position. 

Mr. President, it is important that the 
Senate fully understand that when Pro­
fessor Williamson appeared as a Treasury 
expert he followed, in point of time, Dr. 
Harley L. Lutz, professor of public 
finance, Princeton University. Dr. Lutz 
appeared as a witness for the States and 
cities in opposition to the tax and he 
testified on this same subject of tax 
avoidanc~e. 

And all of the evidence that we can get from 
estate-tax returns, which is evidently throw­
ing light upon the distribution of securities 
in the estates, that have been filed back to 

1926, would indicate that there is a very small 
proportion of the trust estates, or those whose 
estates have passed through the mill in the 
last 2 years, invested in any kind of tax­
exempt securities. 

Put that together with the figures that 
have just been brought out, and the owner­
ship of tax-exempt securities becomes an 
incidental matter. A man does not become 
rich by buying tax-exempt securities, and, as 
his estate increases, he seeks to diversify it 
more or less, and he buys Federal, local, or 
State bonds, for one purpose or another, and 
while one of those objectives may be the 
diminution of tax, nevertheless, it is not the 
only purpose. So these people do not own 
all of those tax-exempt securities. 

The percentages are given in the report of 
the distribution of these estates, and, as I re­
call it, from all estates it is something like 5 
percent plus on the net of the gross estates 
over a million dollars, and it is 9% percent 
and a fraction for those under $1,000,000. 

Nor is this all. This same Treasury 
Department expert, Professor William­
son, whose testimony before the Senate 
committee in 1939 I quoted before, had 
more to say on this same subject in 
March 1941. At that time, writing in 
the Annals of the American Academy, he 
said: 

The extent of evasion by the rich, through 
tax exempts has been exaggerated by oppo­
nents of tax exemption • • • whatever 
the explanations, experience so far does not 
support the contention that tax exemption 
nullifies the progressive feature of the income 
tax or that the progressive income tax and 

· tax exemption cannot exist together. 

I think my colleagues will draw the full 
implication from Professor Williamson's 
testimony and writings. When he ap­
peared as a Treasury witness he said: 

There has been no great flight by the rich 
from other investments to tax-exempt securi­
ties . . 

Two years later, writing on his own, he 
states the proposition even more posi­
tively. He says that the tax evasion 
feature of tax-exempt bonds has been 
exaggerated by the Treasury Department. 

I see the pattern of the Treasury De­
partment's future action. Once they suc­
ceed in ramming this provision down the 
throats of this Congress they will be back 
here within 2 months pleading with you 
and me to tax outstanding bonds in order 
that they may obtain additional Federal 
revenues. They will remind us again of 
the all too familiar taxpayers, Mr. A, Mr. 
B, and Mr. C, who are receiving from 
$600,000 to $800,000 in tax-free municipal 
interest. 

Then having opened the door by taxing 
future and outstanding issues, it will be 
simple for the Treasury Department to 
urge us to impose corporate taxes on the 
revenues of municipalities, and all 
proprietary functions of State and mu­
nicipal government. 

DISASTROUS EFFECTS ON LOCAL GOVERNMENT 

Now let us look at the picture from the 
side of the States and cities. The rep­
resentatives of more than 9,000 munici­
palities have been before congressional 
committees on a number of occasions 
during the past 4 years. They have pro­
duced experts whose experience in mu­
nicipal finance is unquestioned even by 
the Treasury Department. These State 
and municipal experts-and I may add, 

they were not here to grind their own 
personal axes-have said that in their 
opinion the elimination of the tax-im­
mune feature of State and municipal 
bonds will require the States and cities 
to pay anywhere from 90 points up to as 
much as 175 points more in interest rates. 
For instance, I find that the comptroller 
of the city of New York estimated that 
in his opinion the taxation of future 
issues of New York City's bonds would 
increasP- that city's interest rates by at 
least 1% percent. In all, they produced 
some 20 or more experts from near and 
far. They had fiscal officers from the 
large States, like Henry Long, the com­
missioner of corporations in Massa­
chusetts, and men from small cities and 
counties in my own State, like Norman 
A. Peil, of Easton. One of their wit­
nesses, the late Morris Tremaine, comp­
troller of the State of New York, prob­
ably had issued more bonds than any one 
in the country except the Federal Gov­
ernment. When all the testimony of 
these men is boiled down we find a pretty 
general agreement that the increase in 
interest rates, resulting from the tax, 
would probably be about 1 percent, an 
increase in State and local borrowing 
costs of 33 percent on a 3-percent mu­
nicipal bond. 

I could cite figures for every State and 
city in this country and drive home to 
every Member of this body the enormous­
ness of the increased burden which the 
Treasury Department asks us to place on 
our States and cities. In my own Com­
monwealth a 1 percent increase of in­
terest rates would ultimately· add $150,-
000,000 each year to our present burden. 
Of that, $130,000,000 will have to be 
borne by the cities and counties of the 
Commonwealth of Pennsylvania. 

Think of it, $150,000,000 additional in­
terest costs each year in my State alone. 
Mr. President, who do you suppose will 
bear that burden? Who do you suppose 
will bear the brunt of this Treasury-in­
spired proposal? I will tell you. It will 
be the real estate taxpayer, the home 
owner, and the rent payer, the man in 
the anthracite mines, the farmer, small 
merchants, and the great mass of all 
small home owners through the length 
and breadth of the Commonwealth of 
Pennsylvania. Let me show how this 
proposal will affect tax rates. If interest 
costs go up 1 percent, local real-estate­
tax rates in some of our Pennsylvania 
cities, for example, will increase by as 
much as $1.60 per $1,000 in Philadelphia; 
$1.35 per $1,000 in Pittsburgh; and $1.10 
per $1,000 in Harrisburg. 

We all know that 90 percent of State 
and local revenues are derived from real­
estate taxes-that the humblest person, 
the person who does not earn enough to 
pay income taxes, pays some part of the 
real-estate taxes in his rent. These peo­
ple will be compelled to assume an addi­
tional burden if we increase the costs of 
State and local government by taxing 
municipal securities. 

That is how the proposed tax on mu­
nicipal bonds will reach down into the 
pockets of all our citizens, and while you 
and I know that our people can ill afford 
to· take an increase in State and local 
taxes at this time, I want to point out 
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that there are even more important and 
far-reaching consequences of this pro­
posal. 

In our own Commonwealth we con­
structed at least two outstanding toll 
projects which are now filling a vital mili­
tary need. I refer to the Pennsylvania 
Turnpike and the Philadelphia-Camden 
Bridge. I need hardly tell you, Mr. Presi­
dent, how our war effort would be im­
peded without these two vital highway 
links, and yet it is fair to say, on the 
basis of expert testimony, that neither 
the Pennsylvania Turnpike nor the Phil­
adelphia-Camden Bridge could have 
been built if the bonds issued for those 
purposes had been subject to Federal in­
come tax. 

No less an authority than Carl Chat­
ters, the executive director of the Munici­
pal Finance Officers Association of the 
United States and Canada--a nonprofit 
organization composed of municipal fis­
cal officers throughout the country-tes­
tified before the Senate Finance Com­
mittee that if State and municipal bonds 
had been taxable in the past, many of 
them could not have been sold. 

He testified that for 7 years in the peri­
ods between 1919 to 1922 and 1923 to 1934 
many thousands of municipal issues, 
running into the hundreds of millions of 
dollars were sold at coupon rates of 53/4 

percent or higher. He testified that had 
the bonds sold at those rates been tax­
able, then interest rates would have ex­
ceeded 6 percent and in some cases would 
have reached as high as 6% percent or 
7 percent, and he further testified that 
the history of municipal borrowing shows 
that boJ:¥ls are not sold, but are usually 
withdrawn from the market if the rates 
exceed 6 percent. Mr. Chatters said: 

Municipalities cannot pay too high interest 
rates, for if they do the citizens or the credi­
tors or both will suffer. In general, a com­
munity cannot safely devote more than 25 
percent of its revenue to debt service. When 
it does the public services must suffer or the 
community stands to default on its obliga­
tions. The usual "ceiling" on interest rates 
has come to be accepted as 6 percent by the 
general consensus of State legislatures, fiscal 
experts, and public officials. 

Mr. President, I think the individual 
Members of the Senate should not over­
look the importance of Mr. Chatters' 
testimony. In my own State, in the per­
iod of Mr. Chatters' study, there were 
only some 31 issues, amounting to a little 
over $1,000,000 which were sold at coupon 
rates of 5% percent or more. In Wis­
consin, though, there were some 83 sales 
totaling $17,000,000; in Ohio some 1,717 
sales, totaling $163,000,000; in Idaho 
some 181 issues, totaling more than $14,-
000,000; in Indiana 299 sales, totaling 
close to $22,000,000, and so on, down 
through the roll call of all the States. 

In other words, there was not a single 
State in the Union which did not have to 
sell municipal bonds at coupon rates of 
5% percent or more in the period follow­
ing the last war-1919 to 1922-and the 
depression of the 1930's-1932 to 1934. 
I can hazard a guess that the same diffi­
culties will confront the States and cities 
in the not-too-distant future. If then 
State and municipal money rates rise to 
5%, percent or better, it can readily be 

foreseen that municipal financing will be 
ruined if the bonds are taxed and the 
rates increased by another 1 percent. It 
is true there are some who have argued 
that such a result would be beneficial. 
They would like to see State and mu­
nicipal spending curtailed. Those who 
do so lose sight of the fact that the vast 
bulk of State and municipal financing is 
essential and not the result of profligate 
spending. 

I urge the Senate to reject the Treasury 
proposal to tax future issues of municipal 
bonds on the grounds that: 

First. The taxation of future issues of 
municipal bonds will produce substan­
tially no revenues for 20 or 30 years; 

Second. There is no evidence of a 
wholesale tax avoidance by any large 
body of municipal bondholders; 

Third. The over-all effects of the 
adoption of this tax would be disastrous 
to State and municipal government, be­
cause it would increase the cost of local 
government substantially; because it 
would vest control of municipal financ­
ing in the hands of Federal adminis­
trative officials; because it would ham­
per State and municipal post-war financ­
ing; because it would make it impossible 
for many States and cities to finance 
essential operations; and because the 
measure would at best be of doubtful con­
stitutional validity; and 

Finally, because the Treasury's pro­
posal to tax municipal bonds would open 
the door to the taxation not only of out­
standing State and municipal bonds but 
the very revenues of the States and cities 
themselves. 

Mr. President, for all these reasons I 
shall vote for the amendment offered by 
the junior Senator from Ohio [Mr. BuR­
TON]. 

Mr. MALONEY. Mr. President, be­
cause I have received many communica­
tions from municipal officers in my State 
and from State officials as well, urging 
that I oppose this proposal of the Sen­
ate Finance Committee, I wish to make a 
very brief statement explaining why I 
shall support the committee. 

The argument has been made, and will 
undoubtedly again be made in this debate, 
that this proposal is a trespass upon State 
rights. I dispute that contention. The 
statement is also made that the amount of 
revenue involved is small. I shall not dis­
cuss that feature at length either, because 
I know that the distinguished chairman 
of the committee and the able Senator 
from Michigan [Mr. BROWN] have pre­
pared figures and will show the special 
advantages allowed to wealthy men under 
the prevailing practice. I think it is in­
teresting to note that time and again 
the illustrious predecessor of the able 
Senator from Michigan, the late Senator 
Couzens, was among the leading advo­
cates of such a proposal as is now before 
us. Himself an extremely wealthy man, 
and one who had invested considerable 
money in municipal and State securities, 
he was among the leading advocates of 
that which the committee now proposes. 

Mr. President, I should like to lay one 
ghost. The argument is made again and 
again that we are taking away the rights 
and powers of the States, or that we pro­
pose to do so. Such is not the case. 

This is not a new proposal offered be­
cause of the war, as has been suggested; 
and I do not think that it is fair to make 
the argument that we should not attempt 
it because in the next several years it 
will not raise enough money to make it 
worth while. This proposal has been 
offered again and again over a period of 
years. Long before-we ever dreamed that 
we would get into the war some of us ad­
vocated wiping out the tax-exemption 
privileges that go with this type of se­
curity. If we do not do so now, and delay 
it a few years longer because of the war, 
we shall be that much further away from 
taking what I regard as proper action. 

Mr. President, we are simply saying to 
the States and the municipalities that, 
"So long as the condition now prevail­
ing exists you are trespassing upon the 
rights of the Federal Government and 
the masses of American taxpayers." All 
we seek to say by the enactment of this 
language is that "You may not tell cer­
tain taxpayers of the country that theY 
may escape their Federal obligations and 
avoid payment of income taxes." There 
is no trespass upon State rights. This is 
not a tax upon the States. This does not 
in any way inflict a penalty upon the 
States. This language would do no more 
than say to every individual citizen of 
the United States that he shall pay his 
share of the income-tax bill. 

Mr. BURTON. Mr. President, will the 
Senator yield? 

Mr. MALONEY. I yield. 
Mr. BURTON. Will the Senator com­

ment on the decision of the Supreme 
Court in the Pollock case, in which the 
Court held such a tax to be unconstitu­
tional, and said that the direct effect of 
a tax of this kind would operate on the 
power to borrow before it is exercised? 

Mt. MALONEY. As the Senator 
knows, I am not a lawyer. I am not 
familiar with the Pollock case, and I can­
not comment on it. Will the Senator 
tell me when that case was decided? 

Mr. BURTON. It was decided in 1895 
by a unanimous decision of the Supreme 
Court. 

Mr. MALONEY. Let me read from the 
sixteenth amendment to the Constitution 
of the United States: 

The Congress shall have power to lay and 
collect taxes on incomes, from whatever 
source derived. 

Does the Senator wish to comment 
upon that language? 

Mr. BURTON. In the cases of 
Brushaber v. Union Pacific Railroad (240 
U. S. 1) and Evans v. Gore (253 U. S. 
245), the Supreme Court pointed out that 
the sixteenth amendment did not change 
the law. The sixteenth amendment was 
not an attempt to change the law, but to 
provide that thereafter income taxes 
should not be regarded as direct taxes, 
and therefore should not be apportioned 
among the several States in accordance 
with population. It removed that restric­
tion. 

Mr. MALONEY. The Senator is cor­
rect. That is a part of what the sixteenth 
amendment did; but the language seems 
quite clear to me. I find no difficulty in 
understanding the words "from whatever · 
source derived." 
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The point I am trying to make, in an 
effort to offset the States' rights argu­
ment which has been made, and which, 
I presume, will be made again in this de­
bate, is that · we propose to do no more 
than discontinue a subsidy heretofore 
granted by the Federal Government to 
the States of the Union, through which 
it is made more inviting for their securi­
ties customers to buy the bonds of the 
States and municipalities than those of 
corporations. 

Mr. President, I am very much opposed 
to the amendment offered by the Senator 
from Ohio [Mr. BuRTON]. I do not see 
how we arc in any sense trespassing upon 
or interfering with States' rights. We 
are--I hope, at long last-demanding 
that the Federal Government have the 
complete right to say to every income 
taxpayer, or potential income taxpayer, 
"You cannot be excused from the pay­
ment of income taxes because of the de­
sire of State officers that you buy State 
bonds." 

The PRESIDING OFFICER. The 
question is on agreeing to the amend­
ment offered by the Senator from Ohio 
[Mr. BURTON]. 

Mr. BROWN. Mr. President, as Sena­
tors know, this issue has been before the 
Congress for a long time. Since the 
adoption of the income tax in 1913 prac­
tically every Secretary of the Treasury, 
including, I believe, Mr. Ogden Mills, who 
was Mr. Hoover's Secretary of the Treas­
ury, has urged this reform in our tax pro­
cedure. I know that the great Senator 
from Virginia [Mr. GLASS] has long ad­
vocated it. He advocated it when he was 
Secretary of the Treasury. I believe that 
the last four Presidents of the United 
States have urged this reform in our tax 
procedure. The Congress has considered 

. it several times. In 1933 it passed i bill 
taxing the interest on State and munici­
pal bonds. 

In its platforms of 1932 and 1936-I do 
not recall as to the platform of 1940-the 
Democratic Party urged this reform in 
the Federal tax system. In 1936 the so­
called Frank report, written by the late 
Glenn Frank, who was for a long time 
president of the University of Wisconsin, 
urged that the Republican Party adopt 
this principle. 

I believe that practically all the impar­
tial students of taxation have advocated 
it. Some of those from the colleges and 
universities who appeared before our spe­
cial committee and before the Finance 
Committee, particularly Professor Lutz, 
of Princeton, were hired advocates for 
the Association of State · Attorneys Gen­
eral, and various municipal associations. 
A few authorities who are not hired men 
are opposed to this reform, but I think it 
fair to .say that the great bulk of expert 
and scientific authority is in favor · of it. 

With that preliminary statement, I 
wish to spend a very few minutes upon 
the constitutional aspect of this question. 
I shall not spend much time on the so­
called immunity rule, further than to say 
that it has been greatly abused. I be­
lieve that some decisions by the Supreme 
Court can be, very justly criticized. I cite 
jus.t one to show how far the immunity 
rule has gone. In the case of Burnet 

against Coronado Oil & Gas Co., involving 
school lands in the State of Oklahoma, 
an arrangement was entered into be­
tween the Coronado Oil & Gas Co. and 
the representatives of the school author­
ities of the State of Oklahoma. 

By the terms of the agreement, seven­
eighths of the money from the oil went 
to the Coronado Oil & Gas Co., and 
one-eighth went to the school funds of 
the State of Oklahoma. The Commis­
sioner of Internal Revenue attempted 
to tax the profits, the seven-eighths, 
which went to the Coronado Oil & Gas Co. 
That company resisted on the ground 
that this resulted in a tax upon the State 
of Oklahoma. There was no attempt to 
tax the returns, the one-seventh, which 
went into the school funds of the State 
of Oklahoma; all that the Government 
tried to tax was the seven-eighths re­
ceived by the Coronado Oil & Gas Co., a 
private corporation with no connection 
whatsoeve!' with the Government of the 
United States, or with the government 
of the State of Oklahoma, or with the 
school system of the State of Oklahoma. 
Nevertheless, the courts held that under 
the immunity rule the Coronado Oil & 
Gas Co., because the oil came from State 
land, was immune from Federal taxa­
tion on its seven-eighths of the income 
from State lands. 

I repeat that the question as to the 
one-eighth which went into the State 
primary-school fund was not involved 
at all; the Government did not try to 
tax that. 

Four judges dissented in that case, 
which was decided in 1932. Some 5 or 6 
years later, in the Mountain Producers 
Corporation case, involving the same 
question, the Court, in a 5-to-4 decision, 
reversed the Coronado case. Thus jus­
tice was finally done, and since that time 
the immunity rule has been considerably 
scaled down. 

On the constitutional question involved 
we have· these underlying general facts: 
In the sixteenth amendment-that is, 
the income-tax amendment-which I 
think was adopted in 1913, it is provided 
in substance that income from whatever 
source derived is taxable by the Federal 
Government. 

During the Civil War there arose a tax 
problem similar to that which presents 
itself to any government in a great emer­
gency. Five different income-tax laws 
were passed during the Civil War period. 
Each one of those income-tax laws taxed 
all income from whatever source derived. 
That was the exact language of the stat­
ute. From 1862 to, I think, 1869, when 
Civil War income taxation was done away 
with, the income from State and munici­
pal bonds was taxed. No one asserted 
that the Federal Government did not · 
have the right to tax it. No litigation was 
instituted. Everyone paid the tax. There 
was a practical construction of the stat­
ute, a practical disregard of the so-called 
immunity rule, and everyone agreed that 
the income from, or interest on, munici­
pal bonds and State bonds was taxable. 

Such was the condition until 1893 or 
1894, sometime in the early nineties, 
when, because of the necessities of the 
moment, because of the need for greater 
revenue, another.Federal income-tax law 

was enacted. That law provided for the 
taxation of incomes from whatever 
source derived. Based upon the Treasury 
practice and upon the experience under 
the Civil War acts, the Commissioner of 
Internal Revenue taxed individuals upon 
income derived from public obligations. 
That gave rise to one of the most famous 
cases decided by the Supreme Court in 
its history, the case of Pollock against 
Farmers' Loan & Trust Co. The issue 
in the case-and I shall confine my 
statement to the issue which is concerned 
here-was this: The bank, I believe, paid 
the income tax upon its corporate profits, 
based upon income received from State 
and municipal bonds. Pollock, my recol­
lection is, was a stockholder in the bank, 
and he got into court upon the theory 
that the officers of the bank or the bank 
itself had illegally and unconstitutionally 
paid out of its profits taxes upon the 
income from municipal bonds. I believe 
that the suit was in the nature of an in­
junction; but that point is not important. 

The issue upon that subject as pre­
sented to the Supreme Court of the 
United States was: Has the Federal Gov­
ernment under the Constitution the pow­
er to tax income from municipal bonds 
in the hands of the Farmers' Loan & 
Trust Co.? 

It has been some time since I closely 
looked into. the matter; but I think I am 
correct in my general statement. 

·That issue was presented to the Su­
preme Court, and upon that issue the 
Court held unanimously that interest on 
the bonds could not be taxed, because of 
the immunity rule. Of course, at that 
time there was no sixteenth amendment. 
That case was decided in 1895, I believe, 

· just before the close of the nineteenth 
century. 
. Immediately throughout the United 

States there arose a hue and cry against 
the decision in the Pollock case. Of 
course, it struck down not only the taxa­
tion of municipal bonds, but all income 
taxation. 

There immediately arose, throughout 
the country, particularly in the Mid­
west, a great demand for a constitutional 
amendment which would permit the tax­
ation of income. After a number of 
years, after a great many legislatures had 
petitioned the Congress to adopt such 
an amendment, after public discussions 
by such great scholars as Professor Selig­
man, Professor Ely, Professor Commons, 
and other great liberal educators and au­
thorities of that day, Congress submitted 
to the several States the sixteenth 
amendment. I think that the distin­
guished senior Senator from Nebraska 
[Mr. NoRRis] was in Congress at the time. 

After the measure was thoroughly de­
bated in the Congress the sixteenth 
am~ndment was adopted, and was sub­
mitted to the various States for ratifica­
tion. 

In the eastern part of the United 
States, the section of the country in 
which opposition to the amendment was 
the most bitter, there developed a great 
contest. The Governor of New York was 
Charles Evans Hughes, lately Chief Jus­
tice of the Supreme Court of the United 
States. The attorneys in the Pollock 
case, a Mr. Choate and Mr. Guthrie, were 
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probably among the half dozen or dozen 
foremost lawyers in the United States. 
l'bey had won the Pollock case. They 
were hired by the financial interests in 
the city of New York who were opposed 
to the ratification of the sixteenth 
amendment. They appeared before the 
Governor of New York, and they ap­
peared before the appropriate committee 
of the New York State Legislature. Sen­
ators will find in the record of the debate 
in September 1940, when this question 
was last before the Senate, the state­
ments of Mr. Guthrie and Mr. Choate to 
the New York State Legislature, in which 
they said there was absolutely no ques­
tion that if the sixteenth amendment 
were ratified the rule in the Pollock case 
against taxation of income from munic­
ipal and State bonds would be abrogated. 

There is no question but that the issue 
was squarely presented to the American 
people. They called attention to the fact 
that the four or five Civil War statutes 
and the statutes of the early nineties 
which refer to income from whatever 
source derived as being taxable, were al­
most identical in terms with the phrase­
ology of the sixteenth amendment which 
says that income shall be taxed from 
whatever source derived. 

It was argued to the New York State 
Legislature that, if the sixteenth amend­
ment were ratified as it was adopted by 
the Senate, there could be no question 
that State and municipal bonds would be 
subject to the Federal power to tax under 
that amendment. Governor Hughes was 
opposed to the taxation of State and 
municipal bonds. He sent a message to 
the legislature stating that there could 
be no question, if the sixteenth-amend­
ment were ratified as written, but that 
it would give undoubted power to the 
Federal Government to tax the interest 
on State and municipal bonds. 

I ask unanimous consent, Mr. Presi­
dent, that an extract from the message 
sent by Governor Hughes to the New 
York Legislature be printed in the REcORD 
at this point in my remarks. 

There being no· objection, the extract 
was ordered to be printed in the RECORD, 
as follows: 

But the power to tax incomes should not 
be granted in such terms as to . subject to 
Federal taxation the incomes derived from 
bonds issued by the State itself, or those is­
sued by municipal governments organized 
under the State's authority. To rlace the 
borrowing capacity of the State and of its 
governmental agencies at the mercy of the 
Federal taxing power would be an impair­
ment of the essential rights of the State 
which, as its officers, w-e are bound to defend. 

You are called upon to deal with a spe­
cific proposal to amend the Constitution, and 
your action must necessarily be determined 
not by a general consideration cf the pro­
priety of a just Federal income tax, or of giv­
ing to the Federal Government the power to 
lay such a tax, but whether or not the par­
ticular proposal is of such a character as to 
warrant your assent. 

This proposal ·is that the Federal Govern­
ment shall have the power to lay and collect 
t axes on incomes "from whatever source de­
rived." 

It is to be borne in mind that this is not 
a mere statute to be construed in the light 
of ()onstitutional restrictions, express or im-
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plied, put a proposed amendment to the Con­
stitution itself which, if ratified, will be in 
effect a grant to the Federal Government of 
the power which it defines. 

The comprehensive words "from whatever 
source derived," if taken in their natural 
sense, would include not only incomes from 
ordinary real or personal property, but also 
incomes derived from State and municipal 
securities. 

Mr. BROWN. The State Legislature of 
New York followed the advice of Governor 
Hughes and refused to ratify the amend­
ment. Shortly thereafter there occurred 
an election, and in that election the Dem­
ocratic platform upon which soon-to-be 
Gov. John A. Dix stood, condemned the 
action of the New York Legislature in 
refusing to ratify the sixteenth amend­
ment, and said if the Democrats were in 
control of the government of the State of 
New York they would ratify the sixteenth 
amendment. The Democrats won, and 
the legislature promptly ratified the six­
t-eenth amendment. 

Mr. McKELLAR. Mr. President, will 
the Senator yield? 
. Mr. BROWN. I yield. 

Mr. McKELLAR. The sixteenth 
amendment reads as follows: 

The Congress shall have power to lay and 
collect taxes on incomes, from whatever source 
derived, without apportionment among the 
several States and without regard to any 
census or enumeration. 

Under that language does the Senator 
think that the income received by States 
and counties and municipalities by way 
of taxation would be taxable? 

Mr. BROWN. I certainly do not. That 
is the precise point where the immunity 
rule logically comes in. ,State and mu­
nicipal income as such is not taxable, but, 
if the Senator will bear with me for a 
few moments, I will show him that inci­
dental taxes are constantly levied by the 
States against the Federal Government 
and by the Federal Government against 
State and municipal governments, and 
there have been repeated decisions to the 
effect that that may be done. 

Mr. McKELLAR. That is in the case 
of national banks-- · 

Mr. BROWN. Sales taxes, for instance. 
Mr. McKELLAR. And where it is per­

mitted by law, is it not? 
Mr. BROWN. No; it is a refinement 

of the immunity rule. But my position 
is--

Mr. CLARK of Missouri. Mr. Presi­
dent, will the Senator yield? 

Mr. BROWN. I yield. 
Mr. CLARK of Missouri. It is true, is 

it not, that moneys raised, by States and 
municipalities by taxation are not ·in­
come in any accepted sense of the term 
income, and, therefore, not within the 
purview of the sixteenth amendment to 
the Constitution? 

Mr. BROWN. The Senator is correct 
about that. 

The same general discussion which ·oc­
curred with respect to the ratification of 
the sixteenth amendment by_ the New 
York State Legislature occurred in many 
other States in the Union. In a great 
many States the amendment was ratified 
without any particular discussion. Some 
Governors disagreed with the construe-

tion that was placed upon the amend­
ment by Governor Hughes; but since 
New York was the largest State in the 
Union, and since the financial interests 
were located there, it was the most im­
portant State with respect to this mat­
ter, and since its newspapers are the 
most widely read of those of any other 
State in the Union, great importance was 
attached to the action of the New York 
State Legislature. 

I think no one can read the record 
without being forced to the conclusion 
that the sixteenth amendment was 
adopted not only in New York but 
throughout the United States with full 
knowledge of the fact that the amend­
ment contained almost the identical 
phraseology which was the subject of dis­
cussion in the Pollock case, the phrase­
ology under which bonds had been taxed 
from 1861 or 1862 down to the• time of 
the Pollock case. 

I wish to say to Members of the Senate 
that my own rather exhaustive investi­
gation of this matter, extending now over 
a period of approximately 4 years as 
chairman of the special committee in 
charge, has convinced me that there 
could be no other result, if the question 
of the right and power of the Federal 
Government to tax these bonds were pre­
sented to the Supreme Court of the 
United States. I shall not take the time 
of the Senate to discuss the immunity 
rule, because, so far as I am concerned 
personally, I think there can be no doubt 
of our right and power to tax on the 
b==tsis of the sixteenth amendment. 

Mr. BURTON. Mr. President, will the 
Senator yield? 

Mr. BROWN. I yield. 
Mr. BURTON. In connection with the 

discussion of the sixteenth amendment I 
should not like to leave the record in 
the shape in which it now is, particu­
larly. in view of the formal statement of 
the American Bar Association that it re­
gards the proposal as unconstitutional 
and that proceedinJs should be by consti­
tutional amendment. I wish particular1y 
to call attention to the material which 
was before the house of delegates of the 
American Bar Association in March 1941, 
in which the following quotation was 
made from Senator Borah, who argued 
the issue on the floor of the Senate and 
who was supported by Senator Norris 
Brown, the author of the constitutional 
amendment. Senator Borah said: 

The words "from whatever source'.' add 
nothing to the force of the amendment. It 
would, in constitutional parlance, .be just 
the same if it said "to lay and collect taxes 
on incomes without apportionment," for who 
could then say that you would not have the 
right to lay taxes upon all incomes? The 
present taxing power would not be a particle 
stronger if it stated "to lay and collect taxes 
upon all property from whatever source." 

Then, Senator Borah, who at that time 
was one of our great constitutional law-. 
yers, said: 

To construe the proposed amendment so 
as to enable us to tax the instrumentalities 
of the State would do violence to the rules 
laid down by the Supreme Court for a hun­
dred years, wrench the whole Constitution 
from its harmonious proportions, and destroy 
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the object and purpose for which the whole 
instrument was framed. 

Senator Norris Brown supported him, 
indeed I understand Senator Elihu Root 
and Professor -Seligman did likewise. 
The case bas since come before the Su­
preme Court in several cases, and Mr. 
Justice Hughes did not agree with Gov­
ernor Hughes on the issue. 

Mr. BROWN. I do not think the Sen­
ator can say that Mr. Justice Hughes 
disagreed with Governor Hughes, for the 
case was not presented to the Court dur­
ing the time he was a member of it. 

The attitude of the Supreme Court on 
the issue stemmed largely, as I recall, 
frQm the case of Evans against Gore, in 
which a very different question was 
placed before the Court, that is, the right 
of the Federal Government to tax the 
salary of Federal judges. In the decision, 
purely by way of dicta, the Court threw 
in an observation to the effect that the 
sixteenth amendment did not authorize 
the taxation of bonds of municipalities. 
~he question was never decided. 

I wish to say to the Senator from Ohio 
that I have read the debate in 1909, I 
think it was, on the question of the sub­
mission of the sixteenth amendment, 
which was submitted in 1909 and for­
mally ratified in 1913, and never during 
the course of the debate was any refer­
ence made by any Senator to the legisla­
tive interpretation of the language which 
was written into the sixteenth amend­
ment. It is amazing that that great de­
bate should have taken place without any 
discussion of the Civil War statutes. and 
without any discussion of the statute 
upon which the Pollock case itself was 
decided. Everyone was talking about in­
come taxes generally, and the greatest 
struggle was over the power of the Fed­
eral Government to tax incomes at all. 
l'he municipal bond proposition was a 
secondary part of the great fight, just 
as it was the secondary question in the 
Pollock case. But there can be no doubt 
the question was decided in the Pollock 
mise, and there can be no question that 
Governor Hughes and other Governors 
emphasized the fact that the proposed 
amendment did empower the Federal 
Government to tax the income from the 
securities of municipalities. 

Mr. President, with these observations 
on the legal side, I wish to give a few 
examples of the evil we are. trying to 
correct by the adoption of the amend­
ment. 

Mr. BURTON. Mr. President, will the 
Senator permit just one further inter­
ruption, in order that it may appear in 
the RECORD? 

Mr. BROWN. I yield. 
Mr. BURTON. In the minority views 

o~ the special committee on taxation of 
governmental securities and salaries, 
presented by the Senator from Vermont 
[Mr. AusTIN] and Senator Burke, after 
making their study of the situation, they 
included one statement which I think 
might appropriately appear in the REc­
ORD at this point. On page 1 of the mi­
nority views, part 2 of report 2140, they 
said: 

The shocking argument that the sixteenth 
amendment, in effect, granted to the Federal 
Government what the Department of Justice 

itself is pleased to describe as the supreme 
power to tax the States is as unsupported 
by the facts and the history of its adoption 
as it is directly contrary to the decisions of 
the Supreme Court that rejected it when it 
was first suggested. 

Mr. BROWN. Mr. President, I thank 
the Senator for the statement. The com­
mittee to which he referred decided 4 to 
2, as I recall, upon that question, the four 
holding that the legislation was not only 
necessary, but constitutional. 

I wish to give a few examples of the 
evil we are trying to correct. The Secre­
tary of the Treasury wants to go much 
further than I would go. He wants to 
have all outstanding municipal bonds, as 
well as future issues, taxed. I declined to 
go along with that proposition, as did the 
Finance Committee. 

There is very sound argument for the 
position of the Secretary of the Treasury, 
at least with respect to a part of his con­
tention. I think, and I believe the ma­
jority of the Finance Committee is of 
opinion, that there is something in the 
nature of a contract, at least by acquies­
cence, on the part of the Federal Govern­
ment, not to tax these bonds, and that it 
would be unfair to tax bonds issued by 
States and municipalities, and which 
were purchased by the investing public 
upon the theory and understanding that 
such bonds were not to be taxed. 

The great mass of these bonds were 
issued at a time when there was no con­
templation of the enormous increase in 
personal income taxes which has oc­
curred since. There is some justification 
for the Secretary's position on that 
ground. 

If it were possible to draw a line of 
demarcation and say, "We will give you 
the immunity, in this income taxation, 
with respect to taxes as they were at 
the time the bonds were issued, or as to 
taxes such as might be reasonably con­
templated in the future," that would be 
all right, but where we have the income 
tax multiplied two, three, or four times­
! do not know what the figure is-they 
being so very much greater than was 
contemplated before, the holders of these 
bonds have an unconscionable advantage. 
But I cannot draw the line of demarca­
tion. I asked the Treasury to find some 
way of doing it, and they can present 
no plan which would do the job fairly 
and reasonably. · 

I am standing on the position my com­
mittee took, that it is better to start this 
reform now, when everyone who would 
buy a bond from this time on would know 
it was taxable; and that is the position 
the Finance Committee took. 

Mr. McKELLAR. Mr. President, will 
the Senator yield? 

Mr. BROWN. I yield. 
Mr. McKELLAR. If the income from 

all municipal bonds were taxed, instead 
of just the income from bonds issued in 
the future, how much did the Treasury 
estimate would be the income derived 
from the taxation upon the income from 
municipal bonds just as they are now, 
under the rates provided in the bill? 

Mr. BROWN. I have an estimate that 
under the income tax rates proposed by 
the Treasury it would be $275,000,000 a 
year. 

Mr. McKELLAR. It seems to me it 
would be very unwise to take this step 
during· the present crisis. We are now 
engaged in a war. We need all the 
money we can get, and we extend our­
selves to find sources of revenue. I 
would not at all hesitate to put a tax on 
all bonds if that step were necessary to 
enable us to win the war, but the wisdom 
of exempting the bonds that are now out­
standing and merely taxing those which 
will be issued in the future , seems to me 
exceedingly doubtful. I cannot see how 
that would at all be helpful in financing 
the war effort. 

Mr. TYDINGS. Mr. President, will the 
Senator yield? 

Mr. BROWN. I yield. 
Mr. TYDINGS. I would imagine that 

where securities are now outstanding, 
which, under the recal: clause, are re­
called before the date of maturity so that 
they may be refinanced at a lower rate 
of interest, the bonds so issued of the 
category I have described would be con­
sidered as new bonds themselves, even 
though they were anticipated prior to the 
date of their maturity. 

Mr. BROWN. I think the Senator is 
correct .in his observation, and I have no 
doubt that the situation to which the 
Senator from Tennessee refers would be 
greatly alleviated by the course which 
the municipalities would take as sug­
gested by the Senator from Maryland. 

I should like to agree with the sugges­
tion made by the Senator from Tennessee 
if I could square it with my own ideas of 
fairness, but it is very difficult for me to 
do so. 

The Senator from Wisconsin has had 
in mind the offering of an amendment to 
cover outstanding issues. In his speech 
in Cleveland some months ago, the Sec­
retary of the Treasury squarely came out 
for that kind of taxation, and I may say 
that, among other things, the Treasury 
appears to be at considerable odds with 
the Finance Committee with respect to -
the issue. 

Mr. McKELLAR. I can readily un­
derstand how there could be a difference 
of opinion about a matter of that kind, 
because the bonds were issued when no 
tax was imposed upon them, and when 
none was contemplated, so far as I know. 

Mr. BROWN. That is the difficulty. 
Mr. McKELLAR. But the amend­

ments offered by the committee would 
result in little or no revenue, and the 
main object of the pending bill is to raise 
revenue in support of the war effort, and 
it seems to me jt is not wise to bring this 
issue up at the present time. We can 
easily get rid of the constitutional ques­
tion by deferring it until it may arise in 
connection with a proposed constitu­
tional amendment. 

Mr. BROWN. I will say to the Sen­
ator from Tennessee, in answer to his 
argument, which is very good, I readily 
grant, that today we are paying about 
one-third of our war expenses out of 
current income, with no progress what­
soever being made toward reduction of 
debt but, on the contrary, piling it up. 

Mr. McKELLAR. I will say to the 
Senator that the proportion is not quite 
as great as he has stated. It is a high 
proportion, however. 
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Mr. BROWN. I think the Senator 

from Georgia is correct in his statement 
that the pending tax bill will bring in 
very much more than $26,000,000,000, the 
amount which was estimated by the 
Treasury. 

Mr. McKELLAR. I think the Sena­
tor's statement is correct. 

Mr. BROWN. If we are spending 
$75,000,000,000, in round :figures, we are 
paying about one-third of the cost of 
the war out of current income. Where 
are we going to get the rest? We are 
going to get it out of the taxes which 
will be assessed against this generation, 
the next generation, and the generation 
following. \Ve want to now establish a 
rule of fairness and justice in taxation 
that will not permit this wide avenue of 
escape on the part of wealthy people 
from paying their just share of the taxes, 
and any tax reform which we may now 
institute will have its greatest effect in 
future years, when most of the munici­
pal issues now outstanding will have been 
paid, and new issues, which will be fully 
taxable, will bear their fair share of the 
burden. 

Mr. McKELLAR Mr. President, will 
the Senator yield? 

Mr. BROWN. I yield. 
Mr. McKELLAR. I can understand the 

a:rgument of the Senator from Michigan, 
and it is persuasive. On the other hand, 
the great argument which is made in 
favor of taxing the incomes from State, 
county, and municipal bonds, is that 
there is a tremendous sum of money 
which now goes absolutely untaxed, the 
income on $18,000,000,000 of such bonds. 
That is an exceedingly persuasive argu­
ment in itself. It was made on the floor 
of the Senate today. As I understand the 
committee amendment, it leaves that 
$18,000,000,000 absolutely free of taxes, so 
far as this measure is concerned. 

Mr. BARKJ ... EY Mr. President­
The PRESIDING OFFICER <Mr. HILL 

in the chair) . Does the Senator from 
Michigan yield to the Senator from Ken­
tucky? 
' Mr. BROWN. I yield. 
Mr. BARKLEY. It is not a·ccurate to 

say that $18.000,000,000 is free from tax­
ation. It is the income from the $18,-
000,000,000 worth of outstanding bonds 
which is free from taxation. 

Mr. McKELLAR It was my intention 
to refer to the income from the amount. 

Mr. BARKLEY. The amount of out­
standing municipal, State, and county 
bonds is about $18,000,000,000, and it is 
the income from that which is proposed 
to be dealt with. 

Mr. BROWN. I recently read the tes­
timony of Professor Lutz, who is an au­
thority on the subject, who said those 
bonds represented a principal amount of 
more than $19,000,000,000. 

Mr. BARKLEY. My statement related 
to the previous statement, that there is 
that much money escaping taxation. 

Mr. President, with regard to the ques­
tion asked by the Senator from Maryland 
[Mr. TYDINGS] as to what effect the taxa­
tion of future issues of municipal bonds 
would have upon bonds which are falling 
due, which have to be refunded--

Mr. TYDINGS. I mean before their 
maturity. 

Mr. BARKLEY. Under the bill they 
would not be taxed until their maturity, 
and when refunding bonds are issued in 
lieu of them. The subcommittee of 
which the Senator from Michigan [Mr. 
BROWNJ was the chairman found, I think, 
in its investigation that the difference in 
the interest rates which these municipal 
bonds would have to bear if they were 
taxed as other issues of bonds are taxed 
would be about 1 Y4 percent. 

Mr. BROWN. I wish to beg the Sena­
tor's pardon in respect to that. I made 
that statement in answer to a question 
asked me by the Senator in committee. 
I corrected that statement, but the cor­
rection does not appear in the RECORD. 
The testimony was not 1 Y4 percent, but 
one-quarter of 1 percent. The estimate 
of Professor Lutz, who was, one might 
say, the advocate of the other side, was 
about six-tenths of 1 percent. The 
Treasury estimate was three-eighths of 1 
percent. 

Mr. BARKLEY. As I recall the state­
ment made before the committee at its 
recent hearings it was one-half of 1 per­
cent, and I was contrasting that state­
ment with the Senator's statement of 
1 Y4 percent, which he said he later cor­
rected. 

Mr. BROWN. Yes, I corrected it. 
Mr. BARKLEY. I did not hear or see 

the correction. 
Mr. BROWN. It was a slip of the 

memory. 
Mr. BARKLEY. At any rate, whatever 

the figure may be-assuming that those 
who purchased these bonds, at the time 
they purchased them were_ actuated in 
accepting a lower rate of return by rea­
son of the nontaxability of the bonds and 
the income, I suppose we might assume 
that on the reissue of these bonds, which 
would be taxable, any investor, whether 
the old holder who would purchase re­
funding bonds, or new purchasers of 
refunding bonds, would have to be will­
ing to accept a lower rate of interest on 
his investment based upon the fact that 
it would be taxable thenceforward. If 
he were not willing to do that, of course, 
the increase, whatever it might be-per­
haps one-half of 1 percent-would have 
to be added to the interest which the 
municipal bonds would bear, and inas­
much as interest on the;;e bonds, as well 
as the face value, can only be paid by 
public revenues derived from taxation, 
of course, it would mean that the local 
community would have to tax itself to a 
greater extent in order to raise even one­
half of 1 percent more interest on the 
bonds than it would when the bonds are 
exempt from taxation. 

Mr. BROWN. There is no doubt about 
that. 

Mr. BARKLEY. I think we ought to 
keep in mind the fact that the higher the 
rate of Federal taxation-and it must go 
higher than it is now, as we all realize­
the larger must be the interest rate on 
local bonds when they are reissued, if the 
investor takes into consideration what he 
will be required to pay out in the way of 
taxes upon them, if we are to assume that 
they are to become taxable for all pur­
poses, local and national. 

The city in which I live has a tax rate 
of about $3 on $100. That is about what 

the municipal bonds of that city bear in 
interest. Those bonds are issued for the 
purpose of building schoolhouses, to 
build streets, to build sewer systems, and 
for all sorts of public improvement. 
Such improvements could not be made 
without the issue of bonds, without the 
borrowing of money. If all those bonds 
are taxable as other property is taxable, 
they would pay in taxes about $3 per 
$100, which is about 3 percent of their 
face value, and that is the interest rate 
which they bear. In that event, we know 
that in order to issue bonds upon a basis 
comparable with those which are now 
outstanding, the rate of interest would 
have to be 6 percent, and the community 
would have to increase its own local taxa­
tion to pay the higher rate of interest. 

The amendment involved h~re, which 
the Senator from Michigan is discussing, 
of course does not go to the extent of 
providing, and, of course, it could not, for 
local taxation of bonds issued in any com­
munity, but if the principle of taxation 
with respect to a municipal bond is logi­
cal in one sense of the word it is logical 
in all senses of the word, and the holder 
of such a bond ought to be required to 
pay taxes not only upon the income but 
upon the face value of his bond. 

Mr. BROWN. Mr. President, I would 
call the attention of the Senator from 
Kentucky to the :figures of the advocate 
for the Association of State Attorneys 
General. At the invitation of the Sen­
ator from Maryland [Mr. TYDINGS] about 
a year ago I addressed the Baltimore Real 
Estate Board upon this subject, and this 
morning I referred to my remarks on 
that oc~asion. I got some :figures rela­
tive to Baltimore and nearby cities at 
that time, and I particularly direct the 
attention of the Senator from Ohio [Mr. 
BuRTON] to this matter. These are the 
:figures of Professor Lutz, of Princeton, 
who I should say was the hired advocate 
for those who oppose this measure. He 
says that New York City, in 1936, had a 
tax rate of $27.14 per $1,000. He esti­
mates that if the State and municipal 
bonds are taxable, that rate will be in­
creased by the. tremendous sum of 87 
cents. In other words, New York's tax 
rate would move up from $27.14 per 
$1,000 to $28.01 per $1,000, an infinitesi­
mal :figure to pay for tax adjustment. 

It must be remembered in this con­
troversy that the one who pays his taxes 
to the city of New York an:i the State of 
New York is the same individual who 
pays income taxes to the United States. 
What he is interested in is his total tax 
bill. From the standpoint of the indi­
vidual this controversy revolves, I think, 
entirely around this question. Shall we 
permit this tremendous tax advantage, 
which I will outline and give a few exam­
ples of shortly, to those with · large in­
comes? Shall we give these benefits to 
great estates, or shall we establish abso­
lute tax justice in the United States 
without exemptions to any class? 

Mr. CLARK of Missouri. Mr. Presi­
dent, will the Senator yield? 

Mr. BROWN. I yield. 
Mr. CLARK of Missouri. I do not wish 

to interrupt the Senator's discourse, but 
if this is a convenient place, I should like 
to make a reference to a suggestion made 
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by the Senator from Tennessee a moment 
ago. 

Mr. BRO\VN. I shall be glad to have 
the Senator from Missouri proceed. 

Mr. CLARK of Missouri. As the Sena­
tor from Michigan knows, I have always 
been in favor of taxing income, not only 
from future issues of State and municipal 
bonds but also from the outstanding is­
sues. I have always believed that the 
language of the sixteenth amendment, 
when it says, "incomes from whatever 
source derived," means exactly what it 
purports to mean. Therefore, I have 
always been in favor of taxing both the 
outstanding and the future issues; and I 
am more in favor of taxing both of them 
now, than I have ever been before, be­
cause with the taxation of Government 
securities, with the gradual increased 
taxing of income from other bonds and 
other investments, it seems to me that 
unless these hitherto exempt securities 
are taxed, it will mean unjust enrich- . 
ment for the holders of the present se­
curities, and an unfair and unearned pre­
mium on the State and municipal bonds 
to be issued in the future. 

I call attention of the Senator to the 
fact that when the matter was submitted 
to the Finance Committee as to whether 
we should even go into the question of 
taxing outstanding bonds, whether we 
should even open the hearings to testi­
mony on that subject, the vote, I think, 
was 15 to 1 in the committee against go­
ing into that question, and I was the only 
member of the committee present who 
voted in favor of going into that subject, 
and might have been one of two or three 
who might have voted in favor of a tax on 
outstanding securities. 

Mr. BROWN. Let me say to the Sen­
ator from Missouri that that was one of 
the very few sessions of the Finance Com­
mittee which I missed. Had I been there 
I would have joined the Senator from 
Missouri. 

Mr. CLARK of Missouri. Several 
members were absent. I think I was the 
only one present who voted for going 
into the question. Therefore, Mr. Presi­
dent, the sentiment of the committee on 
this subject having been overwhelmingly 
demonstrated, those of us who were in 
favor of taxing outstanding as well as 
future issues, in order to do the best we 
could to establish this principle, joined 
with the other members of the commit­
tee in reporting the amendment for tax­
ing future issues of State and municipal 
bonds. It is not what we wanted, but it 
seems to be the best we have any prospect 
of getting. I prepared an. amendment, 
as did the Senator from Wisconsin [Mr. 
LA F'oLLETTE], to tax outstanding issues, 
but in view of the nature of the contest 
I believe it is better not to offer that 
amendment. If the Senator from Wis­
consin offers his amendment, it is my 
intention to vote for it. 

I cannot too strongly emphasize, Mr. 
President, that with rapidly rising 
taxes-and we all know that they wi,.11 
rise higher-and with the taxation of 
Government issues, if we permit this ex­
emption to exist as to future State and 
municipal issues, we shall give to such 
issues a much greater premium than any­
body has ever heretofore contemplated. 

It affords a reservoir to which those with 
great fortunes who desire insurance 
against rising taxes and who do not want 
to play their part as citizens in the gen­
eral effort of the United States, will 
resort. 

Mr. BROWN. Does the Senator care 
to refer to the rather remarkable case 
of my immediate predecessor in the Sen­
ate, the late Senator Couzens? 

Mr. CLARK of Missouri. Yes. 
Mr. BROWN. Senator Couzens took 

a most high-minded attitude in regard 
to this subject. When he was elected to 
the Senate he came to the conclusion 
that, as an extremely wealthy man, he 
should have no interest in any corporate 
enterprise or any property interest which 
could conflict in the slightest degree 
with the interest of the United States. 
For that reason, and for none other, he 
invested the major part of his fortune 
in tax-exempt bonds, because they are 
the obligations of the governments of 
the States and municipalities. During 
his tenure in the Senate, from 1922 to 
1936, he repeatedly urged upon the Sen­
ate the full taxation of Federal, State, 
and municipal obligations. That was an 
example of a wealthy man with a most 
high-minded attitude toward this ques­
tion. 

Mr. CLARK of Missouri. I believe that 
the attitude of Senator Couzens did him 
great credit. 

Mr. BROWN. No man fought more 
valiantly for the amendment which I 
believe the Senator from Missouri of­
fered, or at least supported, in 1933, for 
taxation of outstanding municipal bonds. 

Mr. CLARK of Missouri. It was 
adopted in the Senate by nearly 20 
votes. 

Does not the Senator agree that, with 
the increase in taxes, the increase in all 
forms of income, and the taxation of Fed­
eral Government securities, the necessity 
for closing this reservoir of tax exemp­
tion is greater today than it ever was 
before? It seems to me that we are mak­
ing a present, in the form of a premium, 
of unjust enrichment to the holders of 
State and municipal bonds. 

Mr. BROWN. It seems to me that the 
argument made by the Senator from 
Tennessee is that because, in the past, 
we have not had the courage to face the 
question, and because these advantages 
have grown up and now exist, we should 
not do anything in this critical time to 
prevent that evil in the future. 

Mr. CLARK of Missouri. One Senator 
told me this morning that a city in his 
State had recently issued some municipal 
bonds at a premium of 146 percent, or 46 
percent above the face value of the bonds. 

Mr. BROWN. I have some figures 
along that line. 

Mr. CLARK of Missouri. That simply 
means that some rich persons are anx­
ious to find insurance against increasing 
taxes. Under our present tax structure 
the only way anybody can find insurance 
against rising taxes and exemption from 
participation in the war effort with his 
money is by investment in State and mu­
nicipal securities. 

Mr. BROWN. At this point let me put 
in the RECORD a little of the testimony of 
the Secretary of the Treasury before the 

Finance Commit tee. He cited the case of 
a typical wealthy citizen. It was not a 
single case; there are many others like it. 
I should like to have Senators under­
stand this point. This is an actual case. 

This individual has a net t axable in­
come of $975,000, just $25,000 less than 
$1,000,000. Of that income $668,000 was 
wholly exempt because it was in the form 
of interest on State and municipal bonds. 
Because of the exemption, his tax would 
b..: $243,000. If he had not owned tax­
exempt bonds, his tax, instead of being 
$243,000, would be $832,000. 

Let me repeat that. He had an in­
come of $975,000, of which $668,000 was 
wholly exempt from Federal income tax­
ation. His net income tax under the 
present bill would be $243,000. If the 
bonds which he possessed were not tax­
exempt, his tax would be $832,000. In 
other words, he was more than half a 
million dollars better off by reason of tax 
exemption. 

The Secretary of the Treasury says 
that under the bill the holder of 3-per­
cent tax-exempt municipal bonds, who 
has a taxable income of $100,000, has the 
equivalent in income from investment in 
fully taxable United States Steel bonds, 
yielding more than 17 percent. 

Of course, $100,000 is a tremendous 
income to the average man, to Senators, 
and to middle-class persons, but it is not 
an extraordinary income for a great 
many persons in the United States. A 
man with a taxable income of $100,000, 
based upon 3-percent municipal securi­
ties, is as well off as he would be if he 
could buy a United States Steel Corpora­
tion bond bearing more than 17 percent 
interest. 

There can be no real question about 
our constitutional right to remedy this 
tremendous evil and close this large loop­
hole in our tax structure. I cannot 
understand how the legislative authority 
can fail to do its full duty with respect to 
this question. 

Mr. LEE. Mr. President, will the Sen­
ator yield? 

Mr. BROWN. I yield to the Senator 
from Oklahoma. 

Mr. LEE. It has been argued that if 
we allow the income from State and 
municipal bonds to be taxed it will merely 
mean increasing the interest on such 
bonds. In testifying before the Senator's 
committee several years ago, Under Sec­
retary Hanes testified that the increased 
interest which it would be necessary to 
add to such bonds would be from one­
half to one-quarter of 1 percent. 

Mr. BROWN. The Senator is correct. 
Mr. LEE. I cited a case in my State of 

Oklahoma, involving school bonds. 
Schools have an appeal to all of us. 
The argument is made that we are lay­
ing an additional burden on school chil­
dren. I took the case of the sale of 
$1,000,000 worth of school bonds to 
finance a school. Suppose the $1,000,000 
worth of bonds were purchased by a man 
having an income of $500,000. The 
school bonds would bear 3 percent inter­
est. Every year the Government would 
lose on thuse bonds $21,197.77 in income 
taxes. The additional interest, figured 
at the highest rate estimated by Under 
Secretary Hanes, would be $3,750. Sub-
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tracting the additional cost of interest 
from what the Government would lose 
eacl;l. year, we have $17,447.77, which the 
Government would lose every year on 
those school bonds. If the bonds were 
issued on a 20-year basis, multiplying 
that figure by 20 would give a figure of 
$348,955.40, which would be lost on the 
issue of $1,000,000 worth of school bonds 
if the income from those bonds were tax 
exempt. I submit that a good many 
school bells could be kept ringing for 
$348,955.40. 

Mr. BROWN. I thank the Senator 
from Oklahoma. 

Mr. STEWART. Mr. President, will 
the Senator yield? 

Mr. BROWN. I yield to the Senator 
from Tennessee. 

Mr. STEWART. A few moments ago 
the Senator made an observation which 
made me think that perhaps the proof 
taken before the committee might indi­
cate that investments of this character 
had drifted into the estates of wealthy 
persons. Is there ·any evidence which 
shows any sort of a break-down of the 
figures? 

Mr. BROWN. Yes. That is a sub- · 
ject which I was just about to reach. 

Mr. STEWART. Do life-insurance 
companies hold any appreciable amount 
of such securities? 

Mr. BROWN. Yes; they hold a con­
siderable quantity. My recollection is 
that, of $20,000,000,000 tax-exempt se­
curities, individuals hold $7,800,000,000, 
insurance companies $2,100,000,000, com­
mercial banks $3,700,000,000, and other 
corporations-! assume that means ·ordi­
nary indus trial corpora tions-$500 ,000,-
000. There is in the hands of govern­
ments $4,800,000,000 worth of State and 
local securities which, of course, are to­
tally tax exempt. 

I want to give the Senator the other 
figures, because he put his finger right 
on the subject matter which I was about 
to reach. These figures are just as im­
portant as the ones I have just now given. 
It is often stated that this evil is not a 
very great one. Professor Lutz, of 
Princeton, argued before the committee 
in effect that, while the logic was cor­
rect, 1t did not amount to very much. 

In 1938-these figures are a little old, 
they are based upon the argument I made 
2 years ago-in estates of from $500,000 
to $1,000,000, approximately 10 percent 
of holdings were in wholly tax-exempt 
securities. When we consider estates of 
over $5,000 ,000-and a good many es­
tates are over that figure-we find that 
44 percent were in the form .of totally 
tax-exempt bonds. That is an amazing 
figure. It is fair to deduce from that 
figure that 44 percent of the income­
producing property in the hands of every 
wealthy person in the United States, 
was in the form of wholly tax-exempt 
bonds. That is the figure for 1938. 

Mr. DANAHER. Mr. President, will 
the Senator yield? 

Mr. BROWN. I yield to my friend, 
the Senator from Connecticut. 

Mr. DANAHER. Does the Senator 
from Michigan care to express an opin­
ion as to what he thinks will happen to 
the market for all outstanding issues 
previously in the hands of taxpayers if 

we agree to the amendment as reported 
by the Finance Committee?· 

Mr. BROWN. The question the Sen­
ator from Connecticut asks me is one 
which has always disturbed me very 
much. As with any other legislative 
matter, difficulties arise. The difficul­
ties are not nearly as great as they would 
be if no legislation were enacted; but 
there is no question that as the out­
standing securities become scarcer the 
demand for them will be greater, and 
consequently the value of the securities 
will rise, and an unconscionable profit 
will be obtained from them. However­
and I think I am correct in this respect­
the increment in the value of the bonds, 
that is, in the case of a bond bought at 
$100 and sold at $140, would be taxable 
as a capital gain. The expert from the 
Treasury Department who is here ad­
vises me that I am correct in that re­
spect. Of course, that increment would 
be subject to Federal income taxation. 

Mr. DANAHER. Mr. President, will 
the Senator yield there? · 

Mr. BROWN. I yield. 
Mr. DANAHER. I have laid on the 

Senator's desk some language to which 
I should ask him to give his attention, to 
be inserted on page 34, line 5. Suppose 
after the word "foregoing", we were to 
insert the words "except such obligations 
which were acquired by the taxpayer 
after February 1, 1942." The section 
then would read-and I go back to the 
top of the page, line 1: 
or (B) before January 1, 1943, by a State, 
Territory, or possession of the United States 
or any political subdivision thereof, or the 
District of Columbia, or any agency or in­
strumentality of any one or more of the 
foregoing, except such obligations which 
were acquired by the taxpayer after Febru­
ary 1, 1942. 

Let me point out to the Senator from 
Michigan that, were we to interpolate 
those words at that point, we should do 
this much: We should say that not only 
do we intend to tax the income from lo­
cal r.ecurities issued after January 1, 
1943, but, in addition to that, all out­
standing securities which have been ac­
quired since the arbitrary date of Febru­
ary 1, 1942. 

That provision would apply not only to 
securities which are outstanding at the 
present time or which have been out­
standing since February 1, 1942, but to 
all that hereafter may be traded in. 
Consequently, such a provision would 
prevent the enormous windfall to the 
holders of. presently outstanding exempt 
securities. 

Does the Senator understand my 
point? 

Mr. BROWN. I do. 
Mr. BARKLEY. Mr. President-­
Mr. BROWN. Before yielding to the 

majority leader, I should like to make a 
brief comment, and I want the Senator 
from Connecticut to be certain that I 
follow his reasoning and purposes. The 
idea would be to prevent, by this provi­
sion; the making of sales and the obtain­
ing of profits which would inure to hold­
ers of presently outstanding bonds by 
reason of the probable future increases 
in value of bonds now outstanding. Is 
that the point? 

Mr. DANAHER. Precisely; ar.d let me 
say to the Senator from Michigan that 
we have had testimony before the com­
mittee and on the floor of the Senate to 
the effect that approximately 60 percent 
of all tax-exempt securities are now in 
the hands of corporations, tax-exempt 
institutions and corporations. The very 
wealthy would be the ones to drain them 
out of the hands of institutions, such as 
charitable institutions, which today are 
tax-exempt. Not only would the towns, 
municipalities, counties, and States re­
ceive no benefit whatever, but neither 
should we be able to tax the increment in 
the hands of the sellers. Obviously, the 
point then is that all such securities 
trad,ed in after February 1, 1942, no mat­
ter how old they are, no matter how long 
they had been outstanding, would, in the 
hands of the future taxpayer, be subject 
to taxation. 

Mr. BROWN. I think-and I am ad­
dressing myself particularly to the chair­
man of the committee, whose subagent 
I am in this matter-that the Senator 
from Connecticut has added a very valu­
able suggestion relative to the amend­
ment. 

Mr. BARKLEY. Mr . . President, will 
the Senator yield? 

Mr. BROWN. I yield. 
Mr. BARKLEY. I should like to make 

this comment: The character and terms 
of the bonds are not changed in any re­
spect by a purchase or transfer from a 
present owner to another owner. Un­
doubtedly, we can tax a capital gain 
which grows out of an increase in the 
value of a municipal bond; if it is bought 
at 80 and sold at par, we can tax the 20 
percent gain. 

Mr. BROWN. There is no doubt about 
that. 

Mr. BARKLEY. Yes; there is no ques­
tion about it. 

Mr. BROWN. We can tax it as a cap­
ital gain. 

Mr. BARKLEY. That is correct; we 
can tax it as a capital gain .• 

The question is whether we want to 
create two kinds of outstanding bonds, 
one kind made up of those which have 
not been transferred, but which still are 
in the hands of the original purchasers, 
and another kind made up of those which 
may have been transferred since Febru­
ary 1 of this year. 

Personally, I doubt the wisdom of set­
ting up two different categories of out­
standing bonds; because by the tax on 
capital gains we can reach the increment 
about which the Senator from Connec­
ticut has been talking. The interest rate 
does not change; the income from the 
bond itself does not change, no matter 
who holds it. When we can reach the 
increase or capital gain on the bond, 
if such a purchase would be induced by 
the nontaxability of the bond, it seems 
to me it is a very serious question whether 
we want to set up two kinds of outstand­
ing bonds, and to say that the income 
from one shall be taxable, and that the 
income from the other shall not be tax­
able, depending upon whether Bill Jones 
or Tom Smith had to sell his, and Ike 
Stevenson bought it, since the last day 
of last February. 
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Mr. DANAHER. Mr. President, will 
the Senator yield to me? 

Mr. BROWN. Before yielding to the 
Senator from Connecticut I want to an­
swer the Senator from Kentucky for a 
moment. Perhaps the Senator from 
Connecticut has the same idea which I 
have. 

Mr. DANAHER. I, too, want to an­
swer the Senator from Kentucky. 

Mr. BROWN. The Senator from Ken­
tucky would be correct, in my judgment, 
if the increment or increase in the value 
of the bonds were taxed as income. 
However, since it is taxable as a capital 
gain, not as income, the effect would be 
this, if the Senator from Connecticut will 
pardon me for a moment, in those cases 
in which the individual's net tax rate, 
let us call it, for want of a better term, 
were below or equal to the rate on capital 
gains---and it is my recollection that the 
rate on capital gains is 25 percent, is it 
not? I ask the Senator from Georgia if 
the rate on capital gains is 25 percent. 

Mr. GEORGE. Yes; it is 25 percent. 
Mr. BROWN. In cases in which the 

individual's net tax rate is at or below 
that rate, the argument of the Senator 
from Kentucky would be correct; but in 
cases in which it is above 25 percent, the 
argument of the Senator from Kentucky 
would not be true--

Mr. BARKLEY. Of course, that is 
true. 

Mr. BROWN. That is the evil the Sen­
ator from Connecticut is trying to meet. 
In the case of holders of municipal bonds, 
in my estimation a great majority of 
them will be taxed -at rates very much 
above 25 percent. 

Mr. BARKLEY. Of course, the same 
statement is true with respect to any kind 
of property, where there is an exchange 
and a capital gain results. It depends 
on the bracket in which the taxpayer 
falls. 

Mr. BROWN. That is true, but I just 
fear that without the amendment of the 
Senator from Connecticut the increase 
in value whir.h Senators like the Senator 
from Montana, the Senator from Ten­
nessee, and the Senator from ;New Mexico 
fear would result, would come about. I 
have no authority whatsoever to accept 
the amendment, that being up to the 
Senator from Georgia [Mr. GEORGE], but 
it seems to me it has sufficient merit to 
warrant taking it to conference and en­
deavoring to work it out. It does strike 
at a possible evil which would arise from 
the enactment of the committee amend­
ment without the inclusion of the amend­
ment of the Senator from Connecticut. 

Mr. DANAHER. Mr. President, will 
the Senator yield further? 

Mr. BROWN. I yield. 
Mr. DANAHER. Let me point out fur­

ther to the Senator from Michigan that 
under the pending bill, and the rates 
we are providing, if an individual has 
an income, let us say, of~ million dollars, 
we will take approximately $900,000 of 
that income. What are we to tell the 
people of this country with reference to 
that man's going out and bidding up tax­
exempt securities, wherever he can do so? 
While it is true that the present holder 
would pay a capital-gains tax on the gain 
which inures to him from the increased 
price of the bond, the amendment would 

enable us from now on to tax the in­
come from that bond in the hands of its 
new owner. 

Mr. BROWN. I will support the Sena­
tor's argument by pointing out that in 
the case which Secretary Morgenthau 
gave us, of the man with the income of 
$975,000, his rate would be very close to 
90 percent. Of course, he would gain the 
advantage between the 25-percent-capi­
tal-gain rate and the approximately 90 
percent personal-income-tax rate. 

Mr. BARKLEY. How many of these 
$900,000 men are there in this country 
compared with the holders of five, ten, 
and fifteen thousand dollars worth of 
local bonds, held by women, and trustees 
for small estates? It is all right to hold 
up a horrible example of some one with 
a million dollars who can invest it in 
municipal bonds; it is an entirely differ­
ent matter to take a census of the small 
people who hold these municipal bonds, 
the income from which is the only in­
come they have with which to sustain 
themselves. 

I appreciated the illustration brought 
to the committee by the Secretary of the 
Treasury, but I do not know whether 
there is another one in the United States, 
out of all the 130,000,000 people, who fits 
into the pattern of that horrible example, 
by comparison with all the hundreds of 
thousands of others who hold onlY a 
small amount of municipal bonds, and 
who would be affected by what we do 
here. 

Mr. BROWN. Let me remind the 
Senator that there are a great many peo­
ple in the United States who are worth 
$5,000,000, and if 44 percent of their as­
sets are in the form of totally tax-exempt 
bonds, a considerable tax income would 
be lost without the amendment presented 
by the Senator from Connecticut. 

Mr. BARKLEY. If the amendment is 
to be accepted by the chairman of the 
committee, the word "which" should be 
changed to "as." 

Mr. BROWN. Yes, I thank the Sena­
tor. 

Mr. MAYBANK. Mr. President, I 
should like to ask the Senator how the 
horrible case he cited would be affected . 
by the language of the committee amend­
ment without the amendment of the 
Senator from Connecticut? 

Mr. BROWN. In the case I have 
cited, the amendment suggested by the · 
Senator from Wisconsin would take care 
of it. With respect to the amendment 
suggested by the Senator from Connec­
ticut to the amendment of the commit­
tee, there would be a considerable gain 
to the Federal Treasury, but the com­
mittee amendment could not cover that. 

The point in bringing that out is that 
but for our failure in 1918, when the 
House took this matter up, and in 1933, 
when the Senate passed a measure of 
this kind, this evil would not have 
existed. What I am trying to do, in fur­
thering the committee amendment, is to 
prevent a situation of this kind from oc­
curring in the future, when it will be 
greatly magnified because of the greatly 
increased Federal income taxes which 
will be levied upon our people. 

Mr. McFARLAND. Will the Senator 
yield? 

Mr. BROWN. I yield. 

Mr. McFARLAND. What effect would 
the amendment have on refunding 
bonds? 

Mr. BROWN. The statute would 
cover that. All bonds that are issued 
pnor to January 1, 1943, to refund an 
obligation maturing prior to June 30-I 
believe the date is---would be subject to 
the present law, and not subject to tax. 
In the case of a refunding obligation 
issued after December 31, 1942, such ob­
ligation will generally be exempt from 
taxation until the maturity date of the 
obligation refunded. Let me say to the 
Senator from Arizona that I was not 
familiar with the date and I first be­
lieved that we ought to give a little more 
time to the municipalities. In other 
words, I believe it would be wise to make 
the date December 31, 1943, or January 
1, 1944. I think it would be in the in­
terest of justice to do so. 

Mr. LEE. Mr. President, will the Sen­
ator yield? 

Mr. BROWN. I yield. 
Mr. LEE. I wish to comment on the 

amendment proposed by the Senator 
from Connecticut. I personally belong 
to a group which favors taxing incomes 
from whatever source derived. I think 
that when the people ratified the six­
teenth amendment, authorizing the Con­
gress to levy and collect taxes on income 
from whatever source derived, they 
thought they were doing just what the 
amendment provided. Therefore, I think 
we should tax income derived from out­
standing bonds. But if we cannot do 
that, then the next best thing, I believe, 
would be to accept the amendment of the 
Senator from Connecticut, which is de­
signed to prevent the sudden and unrea­
sonable rise in prices of outstanding tax­
exempt securities, because there is no 
doubt that the people with money who 
desire to escape taxation are going to 
start bidding against each other and buy 
these securities at whatever price they 
will have to pay for an exemption. 

It was argued by the Senator from 
Kentucky, the able majority leader, that 
it is only a small evil. However, I sub­
mit that when we are dealing with funda­
mental principles, the size of the evil to 
be corrected should not be an argument 
in its defense. We are trying to lay down 
the fundamental principle that there 
shall be no special privilege to any special 
class. An exemption in taxation is a spe­
cial privilege to a special class, and that 
is the rich class. Poor people cannot 
buy bonds. They do not have the money 
with which to buy them.- The average 
person can buy a very limited amount of 
them. 

A few moments ago the Senator from 
Michigan cited an example of a man with 
an income of $1,000,000. To him a 3-per­
cent bond, if it is tax exempt, is worth 
more than a 17-percent bond on which 
he has to pay a tax. In other words, the 
tax-exempt privilege is worth more than 
14 percent interest to a rich man. How 
much is it worth to a man with an income 
of $5,000? 

Mr. BROWN. Practically nothing. 
Mr. LEE. It is worth two-tenths of 1 

percent to a man with an income of 
$5,000. 

The principle of exemption from tax­
ation is a special privilege to a special 
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class. I think we now have an oppor­
tunity to wipe it out for all time, and I 
hope we will do so and not leave a single 
vestige of it for the next generation to 
have to fight. 

Mr. DANAHER. Will the Senator 
yield? 

Mr. BROWN. I thank the Senator 
from Oklahoma for his statement, and 
I yield to the Senator from Connecticut. 

Mr. DANAHER. Let me point out to 
the Senator from Oklahoma what a long 
stride forward it would be if we should 
adopt an amendment substantially in the 
language I have suggested to the Senator 
from Michigan. 

In the first place we have the Presi­
dent asking that all income from wages 
and salaries be reduced to $25,000, after 
taxes. Remember that that point is 
stressed-"after taxes." That means 
that an individual is entitled to earn an 
income of approximately $55,000 before 
taxes. So that a person does not have 
to have a $100,000 income to be interested 
in the question we are considering. All 
he has to have is an income of $30,000 
over and above the $25,000 ceiling, and 
he can well bid on possibly $15,000,000,-
000 of tax-exempt securities in order to 
acquire some of them, and, acquiring 
tax-exempt securities, he will not have 
to lose anything on account of the limi­
tation placed under the presidential 
order. 

Take another aspect of the matter. 
The institutions, charitable trusts, the 
banks, or other holding units which to­
day have approximately 60 percent, or 
about $12,000,000,000, of these tax­
exempt securities, can create a reservoir 
into which there can be diverted vast 
sums of money seeking tax exemption. 

The reason, let me say to the .Senator 
from Oklahoma [Mr. LEE] for taking the 
arbitrary date of February 1, 1942, is that 
it takes account of the argument that it 
would be inequitable to tax the income 
in the hanrls of the original holders, who 
had acquired the securities in good faith, 
relying upon a then apparent tax exemp­
tion. That equity, I think, is entitled to 
be regarded. I think we ought in good 
conscience to regard it. But from Feb­
ruary 1, 1942, forward everyone in this 
country has been put on notice that these 
securities were to be considered as a pos­
sible basis for tax in the pending tax bill. 
The Secretary of the Treasury announced 
his intention of doing so, and he went be­
fore the House Ways and Means Com­
mittee and so recommended. As ·a mat­
ter of fact, issues have been traded in in 
the open market--of course, they are all 
over-the-counter securities-under ad­
vertisements which carry the words "at 
present tax-exempt." So it was that this 
market has enjoyed the prospective spec­
ulative advantage of tax exemption, 
which this Congress would now guaran­
tee, if we do not adopt some such lan­
guage as that contained in the amend­
ment and reach the matter in that way. 

Mr. BROWN. I thank the Senator 
from Connecticut. 

Mr. STEWART. Mr. President, will 
the Senator yield? 

Mr. BROWN. I yielc!. 
Mr. STEWART. I should like to ask 

the Senator from Michigan a question. 
Before we drifted into the debate on out-

standing securities, we were discussing 
the committee amendment, which pro­
vides for taxation of future bond issues, 
as I understand. 

Mr. BROWN. Yes. 
Mr. STEW ART. I did not understand 

the Senator to make a statement as to 
how much revenue the amendment which 
is actually under discussion would pro­
duce annually. 

Mr. BROWN. I trust the Senator from 
Tennessee and the Senate will realize 
how difficult it is to give an estimate on 
that subject. Because of our financial 
stringency, the amount of municipal 
bonds being issued at the present time 
is very much less than ordinary. When 
this matter was before the special com­
mittee in 1939 my recollection is-and I 
think I am correct-that the first year 
it would be a relatively small amount 
and that it would go up gradually to more 
than $300,000,000 per year when the full 
effect of taxes then imposed was effective 
on municipal bond interest. Various es­
timates have been made at the present 
time. I think the Senator from Ohio 
[Mr. BuRTON] said something like $5,-
000,000. The revenue, it must be con­
ceded, is not highly important. It is a 
question of tax justice, and it is a ques­
tion which is important and grows in 
importance through the years. I say to 
the Senate now that in the payment of 
the Federal debt, which Senators know 
will extend far, far into the future-we do 
not know how far-the elimination now 
of this tax exemption will be a tremen­
dous factor in aid to the Treasury of the 
United States. 

Mr. STEWART. The full $300,000,000 
which the Senator referred to would take 
into consideration the taxation on the 
income of practically all outstanding 
bonds when they should be reached? 

Mr. BROWN. Yes. 
Mr. WHEELER. Mr. President, will 

the Senator yield? 
Mr. BROWN. I yield. 
Mr. WHEELER. My own view is that 

if future bond issues are to be taxed we 
ought to tax bonds issued in the past as 
well. So far as I am concerned, I should 
be glad to vote to place a tax upon tax­
exempt bonds. 

It has been said that we owe a moral 
obligation not to tax past issues of such 
bonds. I do not agree with that state­
ment. Now, when we are in an emer­
gency such as that which exists today, 
which everyone recognizes, there is no 
reason in the world why the United 
States Government should not tax bonds 
which are now exempt from taxation, 
when they are now held by many of the 
large corporations and by rich people of 
the country for the sole purpose of avoid­
ing taxation. That is where the iniquity 
lies. Why should bonds which are to be 
issued in the future be picked out for 
taxation, and those which have hitherto 
been issued remain exempt? Such dis­
crimination is beyond my comprehension. 

Mr. BROWN. The sooner we start the 
better. 

Mr. WHEELER. This is the oppor­
tunity to start such taxation, at a time 
when we need money from taxes as b.adly 
as we do today. This is one way to get 
at the man who is avoiding payment of 
taxes at the present time. We are in-

creasing taxes on the poor man. We are 
placing a tax upon everyone who has an 
income of more than six or seven hun­
dred dollars a year. Under the circum­
stances why should we stand here and 
argue that as a moral proposition we 
should not tax a man who owns a billion 
dollars' worth of tax-exempt securities, 
or half a billion dollars worth, or a mil­
lion dollars worth? I cannot compre­
hend such an argument. I simply say 
that when we are increasing the tax on 
the little fellow we should not hesitate 
to tax the big fellow who holds tax­
exempt securities. 

Mr. BROWN. Mr. President, it seems 
to me that the Senator from Montana, 
to use a trite illustration, strains at a 
gnat and swallows a camel. The evil of 
presently outstanding tax-exempt bonds 
will dwindle year by year, and probably 
in 20 to 30 years will be entirely gone. 
But in using that as an argument for vot­
ing against this proposition, which seems 
to me to be a totally illogical argument, 
the Senator overlooks the fact that 
through the years to come these bonds 
will more and more come into the taxable 
field, and that over the years the big 
thing to do is to tax the future issues. 

Mr. HATCH. Mr. President, will the 
Senator yield? 

Mr. BROWN. I yield. 
Mr. HATCH. The Senator from Mon­

tana [Mr. WHEELER] has just been 
called from the Chamber. I had just 
been talking with the Senator from Mon­
tana about this very proposition before 
he made his inquiry of the Senator from 
Michigan. I am quite sure the Senator 
from Montana did not mean that what he 
said should be used as an argument 
against the contention made by the Sen­
ator from Michigan. 

Mr. BROWN. I am glad the Senator 
from New Mexico feels that way. 

Mr. HATCH. I am quite sure that is 
correct. He desired to add to, and not to 
take from. 

Mr. BROWN. I thank the Senator 
from New Mexico. 

Mr. STEWART. Mr. President, will 
the Senator yield to me for an observa­
tion? 

Mr. GEORGE rose. 
Mr. BROWN. I apologize to Senators; 

but I am very tired from the efforts of 
the past 3 weeks. I have been on my 
feet for a long time. I have two points 
to make; but I yield first to the Senator 
from Tennessee. Then I shall yield to 
the Senator from Georgia. 

Mr. STEWART. Mr. President, much 
has been said about the taxation of out­
standing securities; and an effort has 
been made to couple that idea with the 
taxation of future issues. I am unable 
to see the equities of the arguments 
which have been made in that direction, 
for this reason. I wish to make this ob­
servation, and then I shall not disturb 
the Senator further. 

During the past 10 years, especially 
since the Roosevelt administration be­
gan, there has been activity throughout 
the entire Nation, encouraged bY the 
Government itself in the beginning, after 
the Works Progress Administration was 
established, looking toward the erection 
of public buildings and the issuance of 
bonds for that purpose, for the reason 
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that it was de&irable to create jobs or 
work for the unemployed throughout the 
country. Practically every village and 
hamlet which could do so under any sort 
of authority of law issued bonds for the 
purpose of building gymnasiums, school­
houses, courthouses, sewer systems, 
streets, and what not. Practically every 
small village or hamlet today has out­
standing bonds. I have seen a great 
many of such bonds, as have other Sen­
ators. Many of them have printed on 
the face of them these words, in sub­
stance: 

This bond is exempt from Federal, State, 
municipal, or county tax. 

Even if they do not have those words 
printed on the face of them, it has al­
ways been the custom that the Federal 
Government would not undertake to tax 
the securities of State, municipal, or 
county governments. 

That is the custom which has grown 
up. Regardless of how evil it may oe 
for us to permit the condition to exist, 
and to permit the wealth of the country 
to drift into tax-exempt securities, nev­
ertheless, it is a condition with which we 
have to deal. 

If we undertake to enact legislation to 
tax outstanding bonds, the result will not 
be to force those who have a vast amount 
of wealth invested in such securities to 
pay the tax. In my opinion the result 
Will be that the city, the county, or the 
State which issues the bonds will have to 
increase the tax rate to meet the pay­
ment of the income tax levied upon the 
holders of such bondS, for the reason 
that the bond is a contract between the 
holder thereof and the municipality 
which issues it. The municipality, 
county, or State could be forced to levy 
taxes upon the people who live and own 
property within its jurisdiction, to pay 
the amount of tax which might be levied 
by such an amendment. So the tax 
would not be paid by the man who bas a 
vast amount of wealth, and who comes 
within the category mentioned by the 
Senator from Michigan. He would not 
be the one who would pay In the end 
the burden would simply be dumped back 
upon the taxpayers who live within the 
various jurisdictions. 

It might be wise to stop this practice 
in the future, but I think it would be 
highly inequitable and improper for the 
Federal Government itself to set a prece­
dent by placing a tax upon bonds which 
have been outstanding for 5, 10, 15, or 
20 years. The question of future issues 
is an entirely different question. 

Mr. LEE. Mr. President, I should like 
to ask the Senator from Tennessee a 
question. 

Mr. BROWN. Just a moment. 
I Wish the Senator from Tennessee to 

know that our special committee, which 
was created by the Senate. came to the 
conclusion which the Senator from Ten­
nessee expresses. I have not changed 
my own opinion that it would be inequi­
table to tax the income from presently 
outstanding State or municipal bonds. 
I am ready to give consideration to the 
suggestion of the Senator from Con­
necticut [Mr. DANAHER], which would 
reach the inequitable rise in the value 

of outstanding securities which would be 
occasioned by the passage of the bill and 
the consequent steady decline in the 
amount of outstanding tax-free munici­
pal bonds. I believe that the Senator 
from Connecticut has made a valuable 
suggestion. 

Mr. LEE. Mr. President, will the Sen­
ator yield? 

Mr. BROWN. Does the Senator from 
Georgia still wish to have me yield? 

Mr. GEORGE. Yes. 
Mr. BROWN. I yield first to the Sen­

ator from Georgia. 
Mr. GEORGE. The Senator from 

Tennessee and other Senators have called 
attention to the moral issue which is in­
volved. Undoubtedly municipal and 
State bonds have been sold and pur­
chased in the honest belief that the in­
come from such bonds was not subject 
to taxation. 

However, there is another considera­
tion which it seems to me makes it in­
advisable to consider the amendment of­
fered by the Senator from Connecticut 
[Mr. DANAHERJ. I do not believe he is 
present. 

There can be no posSible reciprocity 
between the States and the Federal Gov­
ernment with respect to any bonds which 
the Federal Government has already is­
sued and sold. Since March of last year 
they have been subject to all Federal 
taxes; but Federal bonds are not subject 
to State taxes. 

Mr. BROWN. New issues are subject 
to Federal taxes, but not issues thereto­
fore outstanding. 

Mr. GEORGE. Outstanding issues 
could not be subject to State taxes for 
the reason that, as I recall, they carry 
the provision that they are exempt from 
State taxes. Therefore the Federal Gov­
ernment itself could not subject to State 
taxation its own securities heretofore is­
sued and outstanding. 

Mr. BROWN. A constitutional ques­
tion would be involved. 

Mr. GEORGE. Yes; because of the 
fifth amendment, it seems to me, that it 
could not do so. It therefore seems to 
me that all the reasons, and certain legal 
objections, reinforce the considerations 
which persuaded the committee in the 
first instance to undertake to tax only 
future issues. That seems to me to be 
the sounder position to take. 

I know that what the Senator from 
Connecticut [Mr. DANAHER} and other 
Senators have pointed out is likely to 
occur. If we should tax future issues it 
would ultimately give to the holders of 
outstanding bonds a certain increase in 
valu~. There is not much doubt about 
that. I should like to see the condition 
reached, but I do not believe it can be 
done in good faith, because if we are to 
tax State bonds we ought to be able to 
say to the States, "You may tax all our 
bonds." I do not see how we can take 
the position that we are to protect Fed­
eral bonds against State taxes. In other 
words, the principle ought to be kept 
perfectly consistent. We can do it so far 
as future issues are concerned. On the 
whole that seems to me to be the better 
view. 

Mr. BROWN. I thank the Senator for 
his observations. 

Mr. ROSIER. Mr. President, will the 
Senator yield? 

Mr. BROWN. I yield. 
Mr. ROSIER. I should like to call at­

tention to the principle behind this ques· 
tion. I do not wish to debate the ques­
tion, because it has been thoroughly dis­
cussed. 

We built up o'Jr institutions and made 
our public improvements through the 
taxing and bonding power of the States 
and municipalities. The proposal under 
discussion is a direct strike at the finan­
cial economy of the States and munici­
palities. 

The point I wish to make is that for 
many years the Federal Government has 
been gradually encroaching upon and 
preempting to itself all the taxable 
sources which heretofore have met the 
expenses of the States. If that tendency 
continues, the States will come to the 
Federal Government and dePiand sup­
port for many of their institutions. 

With all the encroachments in taxation 
upon the States and municipalities we 
cannot continue to carry on our State 
school systems, our public roads systems, 
and our other public improvements when 
the Federal Government comes in and 
takes charge of all the sources of revenue. 
If we continually drive, by way of Federal 
taxation, to take over the sources of reve­
nue which the States have heretofore had 
for building public institutions, what will 
be the conclusion? I am putting the 
question squarely before the Senate. We 
shall have to give a great deal of Federal 
aid to the States for the activities which 
they have heretofore carried on for them­
selves. 

That is something to keep in mind in 
all of this drive in the matter of Federal 
taxation. If you take all the revenue, 
you must support our institutions. That 
is the point I am making. 

Mr. BROWN. I thank the Senator. 
Mr. LEE. Mr. President, will the Sen­

ator yield? 
Mr. BROWN. I yield to the Senator 

from Oklahoma. 
Mr. LEE. If there has been one thing 

which seems to have been decided by the 
courts it is that a tax on income is not 
a tax on the source of the income. A 
tax on a man's salary from whatever 
source derived is a tax on that man and 
on his income, not a tax on the source 
from which he derives his income. 
Therefore, I cannot see why the Federal 
Government has not a right to tax a 
man's income from whatever source de­
rived, without it being argued that we 
are taxing the State and local bonds. 

In support of that point I wish to read 
the following words of Associate Justice 
Stone, of the Supreme Court: 

The present tax is a non-discriminatory 
tax on income applied to salaries at a speci­
fied rate. It is not in form or substance a 
tax on the Home Owners' Loan Corporation 
or its property or income, nor is it paid by 
the Corporation or the Government from 
their funds. It is lodged upon income which 
becomes the property of the taxpayer when 
received as compensation for his services, and 
the tax lodged upon the privilege of receiv­
ing it is paid from his private funds, and 
not from the funds of the Government 
either directly or indirectly. The theory 
which once won a qualified approval, that 
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a. tax on income is legally or economically a 
tax on its source, is no longer tenable. 

Therefore, Mr. President. I maintain 
that if we tax a man's income from State 
and local bonds we ~re .not taxing the 
State and local bonds, but we are taxing 
that man's income. When he puts the 
money in his pocket it is commingled 
with any other funds he may have. It 
becomes part of his funds, his money; 
and we are taxing that man. 

I think that point has been well estab­
lished; and there is no use in arguing 
that the Federal Government is taxing 
the State or the State's bonds or taxing 
the municipality or the municipality's 
bonds. 

Mr. BROWN. I thank the Senator. 
Mr. AUSTIN. Mr. President--
Mr. BROWN. Mr. President, I shall 

ask Senators to allow me to make two 
points which I can make in about 10 
minutes. I have been on my feet a long 
time, and have been very generous in 
Yielding. I should like to proceed now. 

. Undoubtedly the able Senator from Ver­
mont has been Jying low a long time, 
ready to argue on the proposition; but 
he will not be the only one to argue on 
the subject; so I ask the Senator to per­
mit me to continue. Tomorrow, when 
perhaps I shall not be as tired as I am 
now, I shall endeavor to answer the Sen­
ator's questions. 

I notice that the junior Senator from 
Ohio [Mr. BuRTON l was on his feet be­
fore I made my announcement. I 
should be glad to yield to him if he de­
sires to ask a question; but I trust that 
he will not make a speech or propound a 
long question. 

Mr. BURTON. Mr. President, if I may 
have the permission of the Senator from 
Michigan, I wish to add in respect to the 
point made and the quotation read by 
the junior Senator from Oklahoma [Mr. 

· LEEl a reference to about five lines from 
the language of Chief Justice Hughes, 
language which makes a distinction 
which the Senator probably did not make. 
The language appears in the decision in 
the case of .James v. Dravo Contracting 
Company (302 U. S. 134), a case decided 
in 1937. 

Chief Justice Hughes said: 
There is no ineluctable logic-

Which means no insurmountable logic; 
I did not know what the word meant, and 
I had to look it UP-
which makes the doctrine of immunity with 
respect to Government bonds applicable 
to the earnings of an independent contractor 
rendering services to the Government. That 
doctrine recognizes the direct effect of a tax 
which ''would operate on the power to borrow 
before it is exercised." 

Chief Justice Hughes then proceeds to 
quote from the. Pollock case, saying that 
when we tax the salary of an individual 
we are taXing the individual, but when 
we tax the interest on a bond, we are tax­
ing the borrower, because it is the bor­
rower who will have to pay increased in­
terest on his bonds the next time he tries 
to borrow. 

Mr. BROWN. Mr. President, I wholly 
and .totally disagree with the Senator 
from Ohio and with the expression by 
the former Chief Justice of the United 

States. The tax is not upon the bor­
rower. The tax is upon the man who 
loans the money, the one who holds the 
bonds. 

I have two propositions to discuss, ~nd 
then I shall be through. I was about to 
point out the infinitesimal rise in the 
tax burden on the cities. 

For the city of New York, which in 
1936 had a tax rate of $27.14 a thousand, 
it is estimated there would be an in­
crease of 87 cents a thousand, which is 
infinitesimal. That is the estimate of 
Mr. Lutz, the economist for the State's 
attorney general, who was opposing this 
proposition. 

The Treasury experts estimated that 
upon a $27.14-tax rate the increase would 
be 23 cents a thousand; in other words, 
at the highest, the New York City tax 
rate woUld rise from $27.14 to $27.37 per 
thousand, a rise of 23 cents. 

For the city of Baltimore, which in 
1936 had a tax rate of $21.69, Professor 
Lutz estimated that the increase would 
be 50 cents a thousand, or that, instead 
of a rate of $21.69, the rate would be 
$22.19. The Treasury estimated that the 
highest increase would be 17 cents a thou­
sand, or from $21.69 'to $21.86. 

Mr. President, what would the States 
receive? No one has yet mentioned the 
fact that this proposition would be a 
reciprocal one, that when we subject the 
obligations of municipalities, States, 
counties, and cities to Federal taxation 
we submit all Federal bonds hereafter 
issued to the taxing power of the States. 

Mr. BONE. That is not in. the bill; 
is it? 

Mr. BROWN. Yes; it is in the bill­
that we submit to income taxation on the 
part of the State governments all the 
Federal obligations. 

Who would come out best on that 
proposition? We notice that according 
to the testimony of the attorney for the 
association opposed to the bill, which has 
carried on the fight from the beginning, 
about 50 cents on a $20 property tax rate 
would be the increased burden to the 
municipalities; ·and we should subject to 
State taxation the income from -over 
$90,000,000,000 of Federal bonds to be 
issued in the immediate future. 

Mr. WHEELER. Mr. President, will 
the Senator yield to me tor just a mo­
ment? 

Mr. BROWN. I yield. 
Mr. WHEELER. I simply wish to say 

that I was extremely doubtful about the 
matter, and I thought I should vote 
against the committee amendment; but 
the argument the Senator has made in 
showing how little the amendment would 
mean to the cities has convinced me that 
I was wrong in my viewpoint, and I shall 
vote with the committee on the amend­
ment. 

Mr. BROWN. I thank the Senator 
from Montana. I hope many other Sen­
ators will follow his splendid example. 

Mr. President, when we subject all fu­
ture issues of Federal bonds to State in­
come taxation, and when it is remem­
bered that 33 States and the District of 
Columbia now have income taxation, and 
that undoubtedly many more will have 
income taxation when this proposition is 
placed before the States of the Union, we 

find that there will be very little di.ffer­
ence between the two. 

Twenty billion dollars is a pretty fair · 
estimate of the issues of States and mu­
nicipalities in the next 20 years. Let me 
ask the Senator from Georgia, since it 
has slipped my mind, what is the debt 
limit? · 

Mr. GEORGE. The bonded debt 
limit? 

Mr. BROWN. Yes. 
Mr. GEORGE. We did not take the 

lid off, but I have forgotten exactly how 
far we did raise it. 

Mr. BROWN. I remember the Sen­
ator from Michigan suggested. a couple 
of years ago that it be raised to $65,000,-
000,000. My recollectio!l is that it is now 
$125,000,000,000. -

Mr. GEORGE. I believe it is $125,-
000,000,000. 

Mr. BROWN. No one doubts at the 
present time that that $125,000,000,000 of 
indebtedness will have to be issued before 
we pay for the war, and the difference 
between the $90,000,000,000 now out­
standing and what is added to it in the 
future will be subjected to State taxation. 

Now my final point. I know the atti­
tude of the r€pr€sentatives of the States, 
cities, counties, and school districts. 
They are against the amendment. They 
have their problem, and it is a difficult 
one. All those who are charged with the 
responsibility for the levying of taxes at 
the present hour have a most difficult 
task. 

The tremendous labors of the Commit­
tee on Ways and Means and of the 
Committee on Finance on the pending 
tax bill for the past 8 or 9 months dem­
onstrate that very clearly. But I think 
that in this matter we have to look at the 
greater public good. I do not look at this 
entirely as a matter of revenue raising. 
It is a matter of tax justice as between 
taxpayers, and in my judgment every 
man who votes against the amendment 
today will be charged-!' do not say 
justly-with having voted to continue a 
tremendous advantage for men in the 
higher income-tax brackets. The Sena­
tor from Oklahoma has repeatedly urged 
that point. It is true that our present tax 
system has in it a tremendous loophole. 
This, in my judgment, is the greatest of 
all. We want to close it now for all fu­
ture issues of municipal bonds. · 

Mr. President, there has been before 
the special committee of which I am 
chairman and before the Committee on 
Finance of the Senate, no opposition of 
substance to this proposal, other than 
from the Association of State Attorneys 
General, represented by some of the 
ab~est and most high-powered advocates 
I have ever encountered. That is where 
the opposition comes- from. 

How about the American people? 
Some time ago the Gallup poll tested 
out this question, and the returns in 
favor of Federal taxation of future issues 
of municipal bonds and taxation by the 
States of future issues of Federal bonds 
were overwhelmingly in favor of the 
proposal. 

Seven hundred editorials were gath­
ered by the Department of Justice upon 
this subject matter. Six hundred of 
those 700 editorials were strongly in favor 
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of the taxation of future issues of State 
bonds by the Government, and in favor 
of the future taxation of Federal bonds by 
the State governments. 

Fortune magazine, in a recent issue, 
found that over 77 percent of business 
executives-a great many of whom would 
be the chief beneficiaries of the existing 
order as against the proposal we have 
before us-are in favor of the elimina­
tion of this tremendous loophole in our 
tax structure for the future. 

I close, Mr. President, by reminding the 
Senate that many of the Secretaries of 
the Treasury of later years, including 
Ogden Mills, and the present Secretary, 
urged this reform; that the last four 
Presidents, including the present Presi­
dent, sent messages to the Congress in 
favor of the change; that the minority 
party, acting on the Frank report made 
to its 1940 convention, went on record as 
being strongly in favor of the elimination 
of any further issues of tax-exempt 
bonds. The Democratic Party, in con­
vention assembled, under the leadership 
of the majority leader, the able Senator 
from Kentucky, who was chairman of 
the convention, demanded in its platform 
in solemn language that there be not fur­
ther issues of tax-exempt bonds. 

If the minority adheres to the platform 
upon which the Republican Party went 
to the American people, it cannot do 
anything but vote for the pending 
amendment. If we of the majority, all 
of us here, who ran upon the platform 
of the Democratic Party, want to stand 
by what I consider to be a solemn and 
binding obligation, we must vote for the 
amendment, because we told the Ameri­
can people that if we were given com­
mand of the Government of the United 
States we would once and for all close 
to a great many people in the United 
States this means of escape from fair 
and reasonable taxation. 

Mr. President, I sincerely trust that 
the Finance Committee amendment, 
which was adopted deliberately and after 
careful consideration, will be adopted by 
the Senate. 
AMENDMENT OF THE ACT TO PREVENT 

PERNICIOUS POLITICAL ACTIVITIES 

The PRESIDING OFFICER (Mr. HILL 
in the chair) laid before the Senate the 
amendments of the House of Representa­
tives to the bill (S. 2471) to amend the 
act entitled "An act to prevent pernicious 
political activities," approved August 2, 
1939, as amended, with respect to its 
application to officers and employees of 
educational, religious, eleemosynary, 
philanthropic, and cultural institutions, 
establishments, and agencies, commonly 
known as the Hatch Act. 

Mr. HATCH. Mr. President, on behalf 
of the chairman of the Committee on 
Privileges and Elections [Mr. GREEN] I 
move that the Senate disagree to the 
amendments of the H;ouse, request a con­
ference with the House on the disagree­
ing votes of the two Houses thereon, and 
that the Chair appoint the conferees on 
the part of the Senate. 

Mr. BROWN. Mr. President, the bill 
to which the Senator from New Mexico 
has referred was sponsored by me. Let 
me ask the Senator from New Mexico if 
his purpose in requesting that the bill be 

sent to conference is to take up the mat­
ter of an amendment offered on the :floor 
of the House by which newspaper editors 
were granted certain immunity from the 
provisions of the law? 

Mr. HATCH. That is exactly my pur­
pose. I have nothing else in mind. 

Mr. BROWN. I thank the Senator, 
and state that I am perfectly satisfied to 
have the bill go to conference. 

Mr. McNARY. Mr. President, will the 
Senator yield? 

Mr. HATCH. I yield. 
Mr. McNARY. I had been informed 

earlier by the able Senator from Michi­
gan that a motion would be made to 
accept the House amendments, thereby 
ending the controversy. 

Mr. BROWN. If the Senator will per­
mit, I did so state to the Senator from 
Oregon, but the Senator from New Mex­
ico, whose act-the Hatch Act-is af­
fected by this amendment, spoke to me 
and said he would like to have a further 
opportunity to go into the question of 
an am·endment offered by Representative 
CREAL, of Kentucky, and adopted by the 
House. I wish to say to the Senator that 
I am perfectly willing to follow the course 
suggested by my distinguished friend the 
Senator from New Mexico. 

Mr. McNARY. In view of that state­
ment, I have no objection. 

The PRESIDING OFFICER. The 
question is on the motion of the Senator 
from New Mexico [Mr. HATCH]. 

The motion was agreed to; and the 
Presiding Officer appointed Mr. GEORGE, 
Mr. HATCH, and Mr. AusTIN conferees 
on the part of the Senate. 

ASSIGNMENT OF CffiCUIT JUDGES 

The PRESIDING OFFICER (Mr. HILL 
in the chair) laid before the Senate the 
amendment of the House of Representa­
tives to the bill (S. 2655) to amend the 
Judicial Code to authorize the Chief Jus­
tice of the United States to assign cir­
cuit judges to temporary duty in circuits 
other than their own, which was, on page 
1, line 9, after the word "shall", to insert 
"upon the request of the senior district 
judge." 

Mr. DANAHER. I move that the Sen­
ate disagree to the amendment of the 
House, request a conference with the 
House on the disagreeing votes of the two 
Houses thereon, and that the Chair ap­
point the conferees on the part of the 
Senate. 

The motion was agreed to; and the 
Presiding Officer appointed Mr. O'MA­
HONEY, Mr. CONNALLY, and Mr. DANAHER 
conferees on the part of the Senate. 

EXECUTIVE SESSION 

Mr. BARKLEY. Mr. President, I move 
that the Senate proceed to the considera­
tion of executive business. 

The motion was agreed to; and the 
Senate proceeded to the consideration of 
executive business. 

EXECUTIVE REPORTS OF COMMITTEES 

The following favorable reports of 
nominations were submitted: 

By Mr. CONNALLY, from the Committee 
on Foreign Relations: 

George Wadsworth, of New York, a Foreign 
Service officer of class 1, to act as diplomatic 
agent and consul general near the Govern­
ment of the Republic ot Lebanon, at Beirut, 

and near the Government of the Republic of 
Syria, at Damascus. 

By Mr. WALSH, from the Committee on 
Naval Affairs: 

Sundry officers for promotion (temporary 
service) in the Marine Corps; 

Rear Admiral John H. Towers to be a vice 
admiral in the Navy, for temporary service, to 
rank from the sixth day of October 1942; and 

Rear Admiral John S. McCain to be Chief of 
the Bureau of Aeronautics in the Department 
of the Navy, with the rank of rear admiral, 
for a term of 4 years, effective upon the relin­
quishment of that office by Rear Admiral 
John H. Towers. 

By Mr. McKELLAR, from the Committee on 
Post Offices and Post Roads: 

Sundry postmasters. 

The PRESIDING OF'F'ICER (Mr. HILL 
in the chair). If there be no further re­
ports of committees, the clerk will state 
the nominations on the calendar. 

THE JUDICIARY 

The legislative clerk read the nomina­
tion of John A. Matthewman, of Hawaii, 
to be fifth judge of the first circuit, Terri­
tory of Hawaii. 

The PRESIDING OFFICER. Without 
objection, the nomination is confirmed. 

The legislative clerk read the nomina­
tion of Harold E. Stafford, of Hawaii, to 
be third judge of the first circuit, Terri­
tory of Hawaii. 

The PRESIDING OFFICER. Without 
objection, the nomination is confirmed. 

The legislative clerk read the nomina­
tion of Anton J. Lukaszewicz to be United 
States marshal for the eastern district of 
Wisconsin. 

The PRESIDING OFFICER. Without 
objection, the nomination is confirmed. 

POSTMASTERS 

The legislative clerk proceeded to read 
sundry nominations of postmasters. 

Mr. McKELLAR. I ask that the nomi­
nations of postmasters be confirmed en 
bloc and that the President be 'immedi­
ately notified. 

The PRESIDING OFFICER. Without 
objection, the nominations of postmas­
ters are-confirmed en bloc, and, without 
objection, the President will be notified 
of all nominations this day confirmed. 

That completes the c&lendar. 
RECESS 

Mr. BARKLEY. As in legislative ses­
sion, I move that the Senate take a re­
cess until 11 o'clock a. m. tomorrow. 

The motion was agreed to; and (at 4 
o'clock and 54 minutes p.m.) the Senate 
took a recess until tomorrow, Thursday, 
October 8, 1942, at 11 o'clock a. m. 

CONFIRMATIONS 

Executive nominations confirmed by 
the Senate October 7 (legislative day of 
October 5), 1942: • 

THE jUDICIARY 

CffiCUIT COURTS, TERRITORY OF HAWAII 
John A. Matthewman, to be fifth judge of 

the First Circuit, Circuit courts, Territory of 
Hawaii. 

Harold E. Stafford, to be third judge of the 
First Circuit, Circuit Courts, Territory of 
Hawaii. 

UNITED STATES MARSHAL 

Anton J. Lukaszewicz, to be United States 
marshal, for the eastern district of Wisconsin. 
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POSTMASTERS 

ARIZONA 
Fagan B. Richardson, Ash Flat. 
George C. Wright, Clifton. 
John E. Wagner, Jerome. 

ARKANSAS 
Otis H. Parham, Bald Knob. 
Thomas B. Gatling, Bearden. 
W. Ernest King, Clarksville. 
J. Dot Fortenberry, Imboden. 
James T. Alderson, Malvern. 
Guy Stephenson, Monticello. 
Claude M. Farish, Morrilton. 
James H. Nobles, Parkdale. 

MASSACHUSETTS 
Charles H. McGrath., Randolph. 

NEW MEXICO 
Josephine Lorenzo, Dawson. 

HOUSE OF REPRESENTATIVES 
WEDNESDAY, OcToBER 7, 1942 

The House met at 12 o'clock noon. 
The Chaplain, Rev. James Shera 

Montgomery, D. D., offered the following 
prayer: 

0 Thou eternal God, what manner of 
love Thou hast bestowed upon us that we 
should be called Thy children. As Thou 
hast loved us, so teach us to love Thee. 
This day some will go forth on land, sea, 
and air, burdened with heavy missions 
and responsibilities; some fathers will be 
bowed down with unspeakable cares; 
some mothers, dismayed and wondering, 
will cry out: ".Dear Lord, what of the 
night?" As Gethsemane lost its sting 
through prayer, blessed Master, Thou 
who didst walk with the questioning dis­
ciples to Emmaus, bring them to a restful 
knowledge that their sutnciency is in 
Thee. 

0 Thou who didst unveil the face of 
that One who seemeth human and 
divine and revealed all that is truest in a 
God of infinite love, give us beauty for 
ashes and the garment of praise for 
heaviness. Fill our hearts with holy 
duties until there shall be small room for 
unholy doubts. Grant that our faith may 
not be displaced or wasted by part mis­
understanding, depression, or inaction, 
but that we may be enabled to strain up­
ward in the might and inspiration of a 
power which bulwarks the throne of our 
beings with truth and good will to all 
men. The Lord be praised for this 
thoroughfare which closes on the twi­
light and opens on the dawn. In the 
name of our glorified Saviour. Amen. 

The Journal of the proceedings of yes­
terday was read and approved. 

EXTENSION OF REMARKS 

Mr. ARENDS. Mr. Speaker, I ask 
unanimous consent that my colleague, 
the gentleman from North Dakota [Mr. 
RoBERTSON], may have permission tore­
vise and extend his remarks and include 
an editorial from a local paper. 

The SPEAKER. Is there objection? 
There was no objection. 
Mr. MUNDT. Mr. Speaker, I ask 

unanimous consent to extend my remarks 

by including a condensation from a 
chapter of a novel written by Charles 
Dickens in 1857, which gives a prophetic 
description of New Deal Washington. 

The SPEAKER. Is there objection? 
There was no objection. 
Mr. WORLEY. Mr. Speaker, I ask 

unanimous consent to extend my remarks 
in the Record and include therein an 
article. 

The SPEAKER. Without objection it 
is so ordered. 

There was no objection. 
JAMES C. PETRILLO AND WALTER P. 

REUTHER 

Mr. COX. Mr. Speaker, I ask unani­
mous consent to proceed for 1 minute 
and to extend my remarks and include 
therein two brief newspaper clippings. 

The SPEAKER. Is there. objection? 
There was no objection. 
Mr. COX. Mr. Speaker, on the 3d 

of the present month the Times-Herald 
carried an account to the effect that Mr. 
Petrillo bars bond-sale music. This brief 
statement sets forth a situation which is 
intolerable. In other words, it indicates 
that Mr. Petrillo has sufficient power to 
block the Treasury Department in an en­
deavor to sell bonds. 

The other statement calls attention to 
the fact that Mr. Nelson has offered to 
Mr. Walter P. Reuther a very responsible 
position in the W. P. B. · 

I call the attention of the House to the 
fact that Mr. Reuther is the gentleman 
who led the sit-down strikes and who has 
otherwise been a dreadful disturbance-in 
public affairs for a great many years. 

The articles referred to are as follows: 
[From the Washington Times-Herald of 

October 3, 1942] 
PETRILLO BARS BoND SALE Music-TREASURY 

DENIED USE OF QUARTET 
NEW YoRK, October 2.-8topping War bond 

rally radio concert music is the latest feat of 
James C. Petrillo and the American Federa­
tion of Labor Musicians' Federation he heads. 

The Treasury Department, it was revealed 
today, was forced to abandon the presenta­
tion of a specially prepared musical program 
over a network of frequency modulation sta­
tions because of objections by Local 802 of 
the American Federation of Musicians. 

The Treasury had accepted the offer of the 
Perole String Quartet to play free for a series 
of concerts designed to take advantage of 
the greater fidelity of transmission inherent 
in the frequency modulations system. That 
Government agency's plea for "clearance)• of 
tlie program was denied by the · union, how­
ever, on grounds that the frequency modula­
tion stations, still in experimentation and 
virtually without commercial programs to 
support them, did not use any musicians on 
a regular basis. 

William Feinberg, secretary of the local, 
said the union had informed the Treasury 
that the quartet could volunteer its services 
to any station it chose providing the station 
ordinarily employed some musicians. He said 
that the frequency modulation broadcasters 
did not maintain staff orchestras common to 
the standard stations. 

Treasury officials. decided that rather than 
make .an issue of the case the simpler thing 
to do was to make other arrangements, al· 
though it meant the sacrifice of the Govern­
ment's first major effort to stimulate the sale 
of War bonds and stamps via the medium of 
frequency modulation. 

[From the Washington Post of October 2, 
1942] 

TWO OFFERED HIGH PosTS WITH WAR PRODUC­
TION BOARD-W. P. REUTHER, UNITED AUTO­
MOBILE WORKERS OFFICIAL; W. G. MARSHALL, . 
WESTINGHOUSE EXECUTIVE, PROFFERED JOBS 
The War Production Board yesterday made 

offers of top labor jobs to twCJ men as part 
of its program to set up machinery for greater 
labor participation in War Production Board, 
it was learned authoritatively. 

One offer went to Walter P. Reuther, vice 
president of the Congress of Industrial Or­
ganizations, United Automobile Workers, 
who was asked _ to become head of a labor 
requirements division by War Production 
Board Vice Chairman Ferdinand Eberstadt, 
in charge of program determination. The 
other one went to William G. Marshall, vice 
president of Westinghouse Electric Manu­
facturing Co., who was asked to act as chair­
man of the proposed five-man labor-manage­
ment committee which will set policy for the 
war production drive. 

NO ANSWER AS YET 
Neither has indicated whether he will ac­

cept the posts, it is understood. 
Earlier1 War Production Board Chairman 

Donald M. Nelson told a press conference 
that the Nation's output of munitions was 
"spotty again" in September. Figures on 
September achievements are not expected to 
be ready until late this month. 

At the same time, Nelson announced that 
production will be more completely sched­
uled during the first quarter of next year with 
a view to putting 75 percent of the produc­
tion program on an "allocation and schedule 
basis" during the second quarter of 1943, as 
f,arecast exclusively in the Washington Post. 

REPEATS PLEDGES 
Nelson also repeated previous pledges to 

appoint labor officials to key War Production 
Board posts. 

As f0r the iron and steel branch, it is 
understood that Harold Ruttenberg, research 
director of the Congress of Industrial Or­
ganizations steel workers, is being considered 
as a possible candidate. 

If Marshall accepts the production-drive 
job he will head a committee including John 
Green, president of the Congress of Indus­
trial Organizations Industrial Union of Ma­
rine and Shipbuilding Workers; Frank Fen­
ton, organizational director of the Americ~n 
Federation of Labor; and Otto Seyferth, head 
of the Muskegon Machine Co., Muskegon, 
Mich., it was learned. 

REUTHER'S ROLE EXPLAINED 
Eberstadt explained the role he wants 

Reuther to play at a meeting of War Pro­
duction Board's labor policy committee, it 
was learned. He told the group, composed 
of three American Federation of Labor and 
three Congress of Industrial Organizations 
representatives, that he wanted a labor om­
cia! on his staff to give him the benefit of 
labor's viewpoint in making major policy 
decisions, it was reported. The members of 
the policy ~ommittee were understood to 
have been well satisfied with Eberstadt's 
proposal. 

PERMISSION TO ADDRESS THE HOUSE 
[Mr. RANKIN of Mississippi addressed 

the House. His remarks appear in the 
Appendix.] 

ADJOURNMENT 

Mr. COX. Mr. Speaker, I move that 
the House do now adjourn. 

The motion was agreed to; accordingly 
(at 12 o'clock and 12 minutes p. m.) the 
House adjourned until tomorrow, Thurs­
day, October 8, 1942, at 12 o'clock noon. 
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COMMITTEE HEARINGS 

COMMITTEE ON THE JUDICIARY 

The Special Subcommittee on Bank­
ruptcy and Reorganization of the Com­
mittee on the Judiciary will conduct 
hearings on H. R. 7356, to amend section 
75 (a) of the act entitled "An act to estab­
lish a uniform system of bankruptcy 
throughout the United States," approved 
July 1, 1898, as &mended, at 10 a. m., 
on Friday, October 9, 1942, room 346, 
House Office Building. 

COMMITTEE ON PATENTS 

(Tuesday, October 13, 1942) 

The Committee on Patents of the House 
of Representatives will hold hearings be­
ginning Tuesday, October 13, 1942, at 10 
a. m., in the committee room, 1015 House 
Office Building, on H. R. 7620, a bill to 
provide for adjusting royalties for the 
use of inventions for the benefit of the 
United States, and for other purposes. 

EXECUTIVE COMMUNICATIONS, E:'FC. 

1958. Under clause 2 of rule XXIV, a 
letter from the Attorney General of the 
United States transmitting a draft of a 
proposed bill to amend the Criminal Code 
so as to punish anyone injuring a party, 
witness·, or juror on account of his having 
acted as such, was taken from the 
Speaker's table and referred to the 
Committee on the Judiciary. 

REPORTS OF COMMITTEES ON PUBLIC 
BILLS AND RESOLUTIONS 

Under clause 2 of rule XIII, reports of 
committees were delivered to the Clerk 
for printing and reference to the proper 
calendar, as follows: 

Mr. MAY: Committee on Military Affairs. 
S. 2442. An act to authorize the Secretary 
of War to approve a standard design for a 
s_ervice flag and a service lapel button; with­
out amendment (Rept. No. 2518). Referred 
to the Committee of the Whole House on the 
state of the Union. 

PUBLIC BILLS AND RESOLUTIONS 

Under clause 3 of rule XXII, public bills 
and a resolution were introduced and 
severally referred as follows: 

By Mr. LEA: 
H. R. 7667. A bill to authorize the charging 

of tolls for the passage or transit of Govern­
ment traffic over the Golden Gate Bridge; to 
the Committee on Interstate and Foreign 
Commerce. 

By Mr. LECOMPTE: 
H. R. 7668. A bill to amend the act entitled 

''An act for the incorporation of the Ameri­
can Legion," as amended, and matters relat­
ing thereto; to the Committee on the Judi­
ciary. 

By Mr. VOORHIS of California: 
H. R. 7669. A bill to provide deferment 

under the Selective Service Act for men with 
dependents employed in agriculture; to the 
Committee on Military Affairs. 

By Mr. WELCH: 
H. R. 7670. A bill to authorize the charg­

ing of tolls for the passage or transit of Gov­
ernment traffic over the Golden Gate Bridge; 
to the Committee on Interstate and Forei: "l 
Commerce. 

By Mr. RAMSPECK: 
H. Res. 550. Resolution to authorize the 

Committee on the Civil Service to investi­
gate various activities in the departments 
and agencies of the Government; to the Com­
mittee on Rules. 

PRIVATE BILLS AND RESOLUTIONS 

Under clause 1 of rule xxn, 
Mr. McGEHEE introduced a bill (H. R. 

7671) for the relief of Capt. Richard Roth­
well, United States Marine Corps, which was 
referred to the Committee on Claims. 

SENATE 
THURSDAY, OCTOBER 8, 1942 

<Legislative day ot Monday, October 5, 
1942) 

The Senate met at 11 o'clock a. m., on 
the expiration of the recess. 

Rev. Paul V. Yinger, pastor, Cleveland 
Park Congregational Church, Washing­
ton, D. C., offered the following prayer: 

They that wait upon the Lord shall 
renew their strength; they shall mount 
up with wings as eagles; they shall run 
and not be weary; they shall walk and 
not taint.-Isaiah 40: 29-31. 

Let us pray: 
In Thy presence alone, Father of Life, 

we see the light of truth. Thou art the 
Creator and the Life Giver. In Thy 
hands are held the fragments of our 
little days. We need each morning Thy 
sustaining strength, and every night Thy 
renewing spirit. 

Until we see ourselves as Thy creatures 
our years are as grass. Unless Thy love 
surrounds us, a great dread commands us. 

Be to us, then, 0 God, a bulwark in 
times of stress, a source of high-en­
circling courage, a fountain in the heat 
of the day, and a haven from all false 
fears. 

Keep our minds this day from every 
partial loyalty. Make us sensitive to 
every influence of Thy spirit. May the 
worthy leanings of our hearts find ready 
expression, by Thy grace. 

Hear our words and discern our 
thoughts, and give us of Thyself. In 
Christ's name we pray. Amen. 

THE JOURNAL 

On request of Mr. BARKLEY, and by 
unanimous consent, the reading of the 
Journal of the proceedings of the calen­
dar day Wednesday, October 7, 1942, 
was dispensed with, and the Journal was 
approved. 

MESSAGE l<'ROM THE PRESIDENT 

A message in writing from the Presi­
dent of the United States submitting sev­
eral nominations in the Army was com­
municated to the Senate by Mr. Miller, 
one of his secretaries. 
USE OF GOVERNMENTAL SILVER-NOTICE 

OF HEARING 

Mr. MALONEY. Mr. President, as 
chairman of the Subcommittee on Coin­
age and Philippine Currency of the 
Banking and Currency Committee of the 
Senate, I desire to give notice, through 
the CONGRESSIONAL RECORD, that I am 
calling a hearing to consider Senate bill 
S. 2768, to authorize the use for war 
purposes of silver held or owned by the 
United States, to be held on Wednesday, 
October 14, 1942, in the Banking and 
Currency Committee room. 

~i"'his notice is given for the convenience 
of interested parties who may desire to 
appear and be heard. 

CALL OF THE ROLL 

Mr. HILL. I suggest the absence of a 
quorum. 

The- VICE PRESIDENT. The clerk 
will call the roll. 

The Chief Clerk called the roll, and 
the following Senators answered to theiJr 
names: 
Aiken Gerry O'Daniel 
Austin Glllette O'Mahoney 
Bailey Green Overton 
Ball Guffey Pepper 
Bankhead Gurney Radcliffe 
Barbour Hatch Reed 
Barkley Hayden Reynolds 
Bilbo Herring Rosier 
Bone Hill S::hwartz 
Brewster Holman Shipstead 
Brooks Johnson, Calif. Smathers 
Brown Johnson, Colo. Smith 
Bulow Ktlgore Spencer 
Bunker La Follette Stewart 
Burton Langer Taft 
Butler Lee Thomas, Idaho 
Byrd Lodge Thomas, Old a. 
Capper Lucas Thomas, Utali 
Caraway McCarran Truman 
Chandler McFarland Tunnell 
Chavez McKellar Tydings 
Clark. Idaho McNary Vandenberg 
Clark, Mo. Maloney Van Nuys 
Connally Maybank Wagner 
Danaher Mead Wallgren 
Davis Millikin Walsh 
Downey Murdock Wheeler 
Doxey Murray White 
Ellender Norris Wiley 
George Nye Willis 

Mr. HILL. I announce that the Sena­
tor from Virginia [Mr. GLAss] and the 
Senator from Delaware [Mr. HuGHES] are 
absent from the Senate because of illness. 

The Senator from Florida [Mr. AN­
DREWS], the Senator from New York [Mr. 
MEAD], and the Senator from Georgia 
[Mr. RussELL] are necessarily absent. 

Mr. McNARY. I announce that the 
Senators from New Hampshire [Mr. 
BRIDGES and Mr. ToBEY l are necessarily 
absent. 

The VICE PRESIDENT. Ninety Sena­
tors have answered to their names. A 
quorum is present. 
APPRAISAL OF ASSETS AND LIABILITIES 

OF THE COMMODITY CREDIT CORPO­
RATION 

The VICE PRESIDENT laid before the 
Senate a communication from the Presi­
dent of the United States, which, with the 
accompanying report, was referred to the 
Committee on Banking and Currency, 
and the communication was ordered to be 
printed in the RECORD, as follows: 

THE WHITE HousE, 
Washington, October 8, 1942. 

MY DEAR MR. PRESIDENT: I have the 
honor to transmit herewith for the in­
formation of the Congress a letter dated 
September 4, 1942, from the Secretary of 
the Treasury transmitting, pursuant to 
the provisions of the act approved 
March 8, 1938 (52 Stat. 107), as amended, 
an act to maintain unimpaired the cap­
ital of the Commodity Credit Corpora­
tion at $100,000,000 and for other pur­
poses, an appraisal of all the assets and 
liabilities of the said Corporation as of 
March 31, 1942. On the basis of stich 
appraisal the Commodity Credit Corpo­
ration has deposited in the Treasury the 
sum of $27,815,513.68. 
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